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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  the  Assistant  Secretary  for 
Community  Planning  and  Development 

24  CFR  Part  510 

[Docket  No.  R-80-688] 

Relocation  Requirements  Under  the 
Section  312  Rehabilitation  Loan 
Program 

agency:  Department  of  Housing  and 
Urban  Development  (HUD),  Office  of 
Community  Planning  and  Development. 

action:  Final  rule. 

summary:  hud  is  issuing  a  final  rule 
establishing  the  requirements  which 
apply  when  a  tenant  (not  an  owner- 
occupant]  is  displaced  as  a  result  of  a 
Section  312  Rehabilitation  Loan  or  is 
permitted  to  continue  in  occupancy  of 
the  property  after  the  rehabilitation  is 
completed. 

EFFECTIVE  DATE:  May  12,  1980. 

FOR  FURTHER  INFORMATION  CONTACT: 

Mr.  Harold  J.  Huecker,  Director, 
Relocation  and  Real  Estate  Division, 
HUD/Community  Planning  and 
Development,  451  7th  Street,  SW., 
Washington,  DC  20410  (202)  755-6336. 
SUPPLEMENTAL  INFORMATION: 

Background 

On  August  13, 1979,  HUD  published 
an  interim  rule  (44  FR  47513;  effective 
September  26, 1979)  revising  the 
requirements  which  apply  when  a 
tenant  (not  an  owner-occupant) 
occupies  property  to  be  rehabilitated 
with  a  Section  312  Rehabilitation  Loan. 

On  September  6, 1979,  the  Department 
published  an  Advance  Notice  of 
Proposed  Rulemaking  (44  FR  51999)  that 
invited  comments  on  all  aspects  of  the 
Section  312  program,  including  the 
treatment  of  tenants  who  occupy 
property  to  be  rehabilitated  under  the 
Section  312  Loan  Program.  That  notice 
specifically  invited  readers  to  address 
the  question,  “What  requirements 
should  be  imposed  to  avoid  or  minimize 
displacement?” 

Many  of  the  comments  received  in 
response  to  the  Notice  of  Advance 
Rulemaking  were  similar  to  those 
received  in  response  to  the  August  12, 
1979  Interim  Rule.  Therefore,  the 
Department  is  consolidating  its  response 
to  both  comments  in  this  preamble  to 
the  final  relocation  rule  described 
below. 

The  final  Section  312  relocation  rules 
described  below  reflect  the 


Department’s  analysis  and 
determination  on  comments  received  in 
response  to  the  August  12, 1979  interim 
rule.  However,  in  accordance  with  the 
Notice  of  Advance  Rulemaking,  the 
Department  is  also  publishing  elsewhere 
in  this  same  issue  of  the  Federal 
Register  a  comprehensive  proposed  rule 
governing  all  aspects  of  the  Section  312 
Rehabilitation  Program.  For  this  reason, 
persons  who  wish  to  provide  additional 
comments  on  the  Section  312  relocation 
rules  may  submit  those  comments  in 
response  to  that  comprehensive  * 

proposed  rule.  All  such  comments  will 
be  considered. 

Eighteen  (18)  comments  were  received 
in  response  to  the  interim  rule. 

Nonapplicability  of  Rules  to 
Rehabilitation  Below  $2,500  per 
Dwelling  Unit 

The  interim  rule  indicated  that  small 
rehabilitation  projects  of  $2,500  or  less 
per  dwelling  would  not  be  covered  by 
the  Section  312  relocation  rules,  unless 
the  tenant  was  actually  ordered  to 
vacate  the  property.  Five  (5)  of  the  18 
commenters  objected  to  this  provision. 
These  commenters  believed  that  in  some 
cases  a  rental  increase  of  $13  per  month 
(the  cost  of  amortizing  $2,500  at  3%  over 
20  years)  would  result  in  displacement 
of  the  tenant  because  the  unit  would  no 
longer  be  affordable  and  that  these 
tenants  should  be  eligible  for  relocation 
assistance. 

It  was  suggested  that  property  owners 
might  use  other  funds  in  conjunction 
with  a  312  loan,  thereby  resulting  in 
higher  rehabilitation  costs  and  a  rent 
increase  in  excess  of  the  $13  needed  to 
amortize  $2,500.  Several  commenters 
indicated  that,  even  if  the  cost  of 
amortizing  the  loan  did  not  exceed  $13 
per  month  per  unit,  there  was  no 
guarantee  that  the  owner  would  restrict 
the  tenant's  rent  to  that  amount  or  less. 
One  commenter  suggested  that  the 
$2,500  exception  be  reduced  to  $1,500 
per  unit. 

It  was  also  indicated  that  in  order  to 
take  advantage  of  the  $2,500  exception, 
landlords  might  perform  inadequate  low 
cost  repairs,  rather  than  carry  out  the 
necessary  rehabilitation  of  a  property. 

Two  commenters  believed  the  amount 
used  to  trigger  eligibility  for  relocation 
should  be  increased  from  $2,500  to 
$5,000. 

The  Department  recognizes  that 
adoption  of  the  $2,500  rule  would  mean 
that  HUD  rules  will  not  prevent  an 
owner  who  carries  out  such  small  scale 
rehabilitation  from  establishing  rents  in 
excess  of  $13  per  unit.  However,  such 
rents  will  be  limited  by  prevailing 
market  rates  and  small  scale 


rehabilitation  projects  will  not 
substantially  affect  market  rates. 

The  Department  does  not  intend  to 
support  projects  that  cause 
displacement  as  a  result  of  rent 
increases  that  follow  large  scale 
rehabilitation  financed  by  a 
combination  of  a  small  Section  312  loan 
and  other  loan  financing,  unless 
relocation  assistance  is  provided. 
However,  the  Department  is  not  aware 
of  any  such  tenant-occupied  projects 
and  would  prefer  to  consider  the  merits 
of  such  projects  in  the  selection  process, 
rather  than  by  applying  complex 
relocation  requirements  to  such  projects. 
On  balance,  the  Department  believes 
that  the  disadvantages  of  applying  the 
relocation  rules  to  such  small  scale 
projects  outweigh  the  advantages,  and  is 
therefore  adopting  the  $2,500  exemption 
rule  described  at  §  510.52(c)(7)(i)  below. 

Rents  Allowable  Under  Notice  of  Right 
to  Continue  in  Occupancy 

A  number  of  the  commenters  objected 
to  the  formula  used  to  determine 
allowable  rent  increases  under  the 
Notice  of  Right  to  Continue  in 
Occupancy.  Some  preferred  that  the  rent 
increases  be  established  in  accordance 
with  the  rent  regulatory  agreement 
formula.  It  was  also  suggested  that  the 
rent  ceiling  for  persons  who  do  not  meet 
the  Section  8  income-eligibility 
requirements  be  set  at  nonsubsidized 
fair  market  rent  levels. 

For  the  reasons  described  in  the 
following  discussion  of  the  rent 
regulatory  agreement  and  its 
relationship  to  the  notice  of  right  to 
continue  in  occupancy,  the  Department 
believes  that  neither  the  rent  regulatory 
agreement  nor  any  other  means  of  rent 
control  are  an  appropriate  tool  for 
protecting  the  tenants  occupying  the 
building  before  the  rehabilitation.  For 
similar  reasons,  the  Department  does 
not  believe  that  protections  for  prior 
tenants  can  reflect  debt  service  or  other 
costs  of  rehabilitation. 

Several  commenters  suggested  that 
the  rent  to  a  tenant  who  continues  in 
occupancy  after  the  rehabilitation 
should  be  limited  to  25%  of  the  tenant’s 
income,  regardless  of  the  prior  rent. 
However,  such  a  rule  would  require  the 
owner  to  actually  reduce  the  rent  at  a 
time  when  he/she  is  incurring  higher 
costs  to  pay  for  the  rehabilitation  or 
would  require  the  locality  to  provide  a 
deep  income  subsidy.  The  Section  312 
program  contains  no  provisions  for  such 
a  rent  subsidy.  The  rules  set  forth  below 
permit  only  small  increases  in  the  rent 
to  be  charged  to  persons  already  paying 
more  than  25%  of  their  income  for  rent. 
The  Department  believes  that  these  rent 
ceilings  are  reasonable  and  that  the 
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suggested  25%  of  income  ceiling  on  rent 
for  tenants  who  continue  in  occupancy 
is  not  feasible. 

Provision  of  Assistance  Under  Section  8 
Existing  Housing  Program  to  Displaced 
Tenants 

Several  commenters  supported  the  use 
of  Section  8  Existing  Housing  rental 
assistance  for  persons  who  had  been 
issued  a  Notice  of  Displacement  and  it 
was  suggested  that  the  Department 
should  increase  this  type  of  assistance. 

On  the  other  hand,  several 
commenters  objected  to  the  provision  of 
Section  8  housing  to  tenants  to  be 
displaced.  In  part,  these  objections  were 
based  on  a  misunderstanding  that  led 
some  to  believe  that  the  policy  would 
limit  the  choices  of  the  tenants  or  that  a 
tenant  would  not  get  any  benefits,  if 
Section  8  Housing  Participation 
Certificates  were  not  available.  It  should 
be  noted  that  under  the  rules  all 
displaced  tenants  have  the  right  to  rent 
or  buy  any  replacement  dwelling  of  their 
choice.  If  a  displaced  tenant  elects  to 
rent  a  replacement  dwelling  and  a 
Section  8  Existing  Housing  Certificate  is 
not  offered  to  the  tenant  when  the 
tenant  selects  the  replacement  dwelling 
or  if  the  owner  of  the  dwelling  refuses  to 
participate  in  the  Section  8  program,  the 
tenant  must  be  given  the  full  amount  of 
the  rental  assistance  payment  described 
at  24  CFR  42.453. 

Others  objected  to  the  rule  on  the 
basis  that  the  provision  of  Section  8 
housing  certificates  to  those  displaced 
would  deprive  others  of  such  assistance. 
The  Department’s  policy  on  the 
allocation  of  Section  8  Existing 
Certificate,  is  contained  in  24  CFR  Part 
882.  Under  that  policy  the  Public 
Housing  Agency  administering  the 
Section  8  Existing  Housing  Program 
decides  in  accordance  with  applicable 
eligibility  criteria  and  its  approved 
administrative  plan,  who  should  receive 
a  Section  8  certificate.  The  Department 
has  not  proposed  any  change  in  that 
policy. 

Relationship  of  Rent  Regulatory 
'Agreement  to  Notice  of  Right  to 
Continue  in  Occupancy 

Under  the  Section  312  Rehabilitation 
program  rules,  tenant-occupied 
properties  may  be  covered  by  two 
separate  requirements  that  affect  the 
rents  that  can  be  charged  by  the  owner. 

All  investor-owned,  residential 
multifamily  properties  are  covered  by  a 
rent  regulatory  agreement  which  is 
designed  to  prevent  excessive  profits  for 
investor-owners  by  assuring  that 
aggregate  rents  paid  by  all  occupants  in 
the  property  after  the  rehabilitation  do 
not  provide  the  owner  with  a  cash 


return  on  equity  that  is  more  than  20 
percent  per  year. 

Because  the  maximum  rent  that  can 
be  charged  under  the  rent  regulatory 
agreement  reflects  the  cost  of 
rehabilitation  and  because  it  is  based  on 
the  total  rents  to  be  collected  by  the 
owner  rather  than  individual  unit  rents, 
the  rent  regulatory  agreement  does  not 
prevent  an  owner  from  establishing  rent 
increases  for  individual  tenants  that  are 
substantially  in  excess  of  the  rent  that 
such  tenants  can  afford.  (In  fact, 
ordinarily  the  rent  regulatory  agreement 
does  not  restrain  rents  charged  after 
rehabilitation  assisted  with  a  Section 
312  loan.  That  is  because  the  typical 
Section  312  loan  is  in  a  neighborhood  in 
which  the  real  estate  market  is 
depressed  and  rents  possible  under  such 
conditions  are  usually  lower  than  that 
permitted  under  the  rent  regulatory 
agreement.) 

The  notice  of  right  to  continue  in 
occupancy  procedure,  on  the  other  hand, 
is  designed  to  assure  that  existing 
tenants,  who  are  not  offered  relocation 
assistance,  are  able  to  afford  the  rents 
charged  after  rehabilitation.  In  other 
words,  the  notice  of  right  to  continue  in 
occupancy  performs  a  role  that  is  not 
and  can  not  be  accomplished  by  the  rent 
regulatory  agreement.  It  ensures  that  if  a 
tenant  is  unable  to  afford  the  rent  after 
rehabilitation,  he  or  she  will  be  given 
opportunities  to  relocate  to  affordable 
replacement  housing.  Unlike  the  rent 
regulatory  agreement,  the  notice  of  right 
to  continue  in  occupancy  procedure  will 
not  be  workable  in  many  projects. 

For  example,  if  there  are  only  a  few 
tenants  in  a  large  building,  the  owner 
may  be  able  to  hold  down  the  rents  for 
the  few  given  a  right  to  continue  in 
occupancy  by  charging  higher  rents  for 
other  units  in  the  building.  However,  in 
a  project  with  many  tenants  who  are 
already  paying  at  least  25%  of  their 
income  for  rent,  the  Notice  of  Right  to 
Continue  in  Occupancy  procedure  will 
not  be  feasible  unless  there  is  an 
available  rent  subsidy.  (For  example, 
the  rent  of  a  tenant-occupant  who  holds 
a  Section  8  Existing  Housing 
Participation  Certificate  is  subsidized  to 
an  affordable  level  that  meets  the 
requirements  of  the  notice  of  right  to 
continue  in  occupancy.)  For  those 
projects  where  the  procedure  is 
unworkable,  the  locality  will  have  to 
decide  whether  to  offer  relocation 
assistance  or  accept  the  fact  that  the 
project  will  not  work  and  decline  to 
endorse  the  application. 

The  workability  of  the  notice  of  right 
to  continue  in  occupancy  procedure 
must  be  carefully  considered  before  a 
project  is  approved.  Attempting  to 
modify  the  rent  regulatory  agreement  or 


establishing  rent  control  to  protect  • 
tenants  will  not  help  because  such 
actions  would  prevent  the  collection  of 
sufficient  rent  to  repay  the  Section  312 
loan. 

Tenant  Waivers 

A  number  of  commenters  raised 
questions  about  the  workability  of  the 
tenant  waiver  procedure  (see 
§  510.52(c)(6)  below).  Under  that 
procedure  a  tenant  may  agree  that,  if  the 
rehabilitation  takes  place,  he  or  she  will 
waive  his  or  her  right  to  a  notice  of  right 
to  continue  in  occupancy.  The 
commenters  believed  that  a  well 
informed  tenant  would  not  waive  his  or 
her  rights  unless  alternative  protections 
were  available. 

The  Department  does  not  expect  a 
tenant  to  give  up  any  payment  to  which 
he  or  she  is  entitled.  In  fact,  if  an 
individual  did  so,  that  would  raise 
questions  as  to  whether  his/her  waiver 
was  really  an  “informed”  waiver. 

On  the  other  hand,  under  the  waiver 
procedure  a  tenant  is  not  giving  up  any 
payment.  Rather,  the  tenant  is  making 
an  informed  choice  between  occupying 
a  newly  rehabilitated  unit  at  a  rent  and 
with  a  lease  he/she  considers 
reasonable  as  against  continuing  to  live 
at  his/her  present  rent  in  an 
unrehabilitated  unit.  Under  these 
circumstances,  where  it  is  in  his  or  her 
best  interest,  the  tenant  may  very  well 
voluntarily  make  an  informed  waiver  in 
order  to  make  the  project  feasible. 

It  will  probably  not  be  possible  on 
large  projects  to  get  the  extent  of 
agreement  among  tenants  and  owner 
needed  to  make  it  possible  to 
rehabilitate  using  the  waiver  technique. 
For  small  projects,  however,  with  only  a 
few  units  and  good  communication 
between  the  owner  and  tenants,  it  may 
well  be  possible  to  use  the  waiver 
technique  to  negotiate  a  mutually 
acceptable  package  of  rehabilitation, 
rents,  leases  (and  perhaps  temporary 
relocation  assistance)  to  make  many 
projects  feasible. 

The  Department  suggests  that 
localities  approach  the  tenants  of  small 
projects  which  would  require  waivers  of 
relocation  entitlements  in  order  to  be 
feasible  and  explain  that  situation 
directly  to  them.  Explain  that  if  the 
property  were  being  rehabilitated 
(without  any  choice  for  the  tenants)  the 
tenants  would  be  eligible  for  the 
assistance  specified  in  the  Section  312 
rules.  Explain,  however,  that  the  tenants 
are  being  given  a  choice  and  that  the 
choice  is  between  doing  the 
rehabilitation  or  not  doing  the 
rehabilitation. 

Since  the  feasibility  of  the 
rehabilitation  would  require  a  waiver 
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from  the  tenants,  the  tenants  must  agree 
to  the  entire  process,  including  the 
resultant  formal  lease  (including  new 
rents  and  any  other  provisions)  before 
the  rehabilitation  can  be  approved.  If 
tenants  who  are  given  that  kind  of 
choice,  then,  with  full  knowledge  of  the 
lease  and  any  other  burdens  or  benefits 
expected,  sign  the  waiver  agreement, 
they  would  be  considered  by  HUD  to 
have  made  an  informed,  voluntary 
waiver. 

For  small,  tenant-occupied.  Section 
312  projects,  when  Section  8  Existing 
Housing  Participation  Certificates  are 
not  available,  the  voluntary,  informed 
waiver  should  be  an  important  tool  for 
reducing  relocation  costs  and  making 
more  projects  financially  feasible. 

In  the  belief  that  the  tenant  waiver 
procedure  is  reasonable  and  useful  to 
both  tenants  and  property  owner,  the 
Department  has  included  that  provision 
in  the  final  rule  at  §  510.52(c)(6].  The 
prescribed  format  for  the  waiver  is 
contained  in  Exhibit  5-4  to  Appendix  5 
of  HUD  Handbook  1376.1. 

Cost  of  Administering  Relocation 

Several  commenters  indicated  that  the 
regulations  would  put  a  burden  on 
communities  by  requiring  them,  among 
other  things,  to  administer  relocation 
and,  in  particular,  to  verify  the  incomes 
of  tenants.  The  modification  of  the 
nature  of  the  four-year  guarantee  of  a 
tenant's  right  to  continue  in  occupancy 
(see  item  1  in  revisions  to  rules, 
explained  below)  will  reduce  the 
locality’s  administrative  work.  However, 
a  substantial  administrative  burden 
remains.  Relocation  programs,  including 
counseling  and  the  provision  of  other 
services,  can  be  very  expensive.  In  some 
cities,  this  capability  may  already  be 
present  and  the  cost  of  providing 
services  to  additional  persons  may  be 
manageable.  Other  communities  are  not 
so  fortunate.  All  localities  will  need  to 
weigh  carefully  the  costs  of  relocation 
before  they  endorse  Section  312  loans 
for  tenant-occupied  properties. 

Special  Relocation  Funding 

I  A  number  of  commenters  indicated 
that  an  additional  grant  should  be 
provided  by  HUD  to  pay  the  cost  of 
relocation  or  that  the  Section  312  loan 
should  be  increased  to  reflect  the 
relocation  costs. 

The  Department  does  not,  however, 
have  grant  funds  available  for  this 
purpose.  Also,  funds  available  for  312 
rehabilitation  are  very  limited  and  the 
inclusion  of  relocation  costs  as  an 
eligible  project  expense  would  reduce 
the  level  of  actual  rehabilitation  under 
the  program.  More  importantly,  the 
availability  of  Federal  loans  or  grant 


funds  for  this  purpose  would  likely 
increase  displacement  by  eliminating  or 
reducing  the  present  incentive  of 
localities  to  minimize  displacement  in 
order  to  save  money.  Therefore,  the 
Department  has  not  adopted  these 
suggestions. 

Minimizing  Displacement 

The  Advance  Notice  of  Proposed 
Rulemaking  asked  reader's  views  as  to 
“What  requirements  or  methods  should 
be  utilized  to  avoid  or  minimize 
displacement?”  Thirty  persons 
responded. 

A  number  of  the  commenters 
indicated  that  the  present  relocation 
rules  are  too  stringent  and  should  be 
substantially  relaxed.  Some  requested 
that  one-to-four  family  properties  be 
exempted  from  the  rules.  Some  believed 
that  the  relocation  rules  would  eliminate 
or  substantially  curtail  the  Section  312 
program  in  their  communities. 

Some  suggested  alternative  rent 
controls  for  protecting  tenants  who  were 
offered  the  right  to  continue  in 
occupancy  of  the  property  after 
rehabilitation.  In  general,  these 
alternatives  were  expressed  in  terms  of 
limiting  the  owner’s  return  on  his/her 
investment  in  the  rehabilitation  and 
would  not  assure  that  the  tenant  could 
afford  the  rent.  Many  of  the  comments 
suggested  that  there  was  some 
confusion  as  to  the  purposes  of  the  rent 
regulatory  agreement,  which  applies  to 
investor-owned  residential  properties, 
and  the  relationship  between  that 
agreement  and  the  notice  of  right  to 
continue  in  occupancy.  A  discussion  of 
that  relationship  is  included  above. 

A  number  of  commenters  thought  the 
present  relocation  rules  protected 
tenants  sufficiently  and  that  the 
requirements  should  not  be  increased. 
Some  suggested  that  an  alternative 
source  of  funding  for  relocation  be 
provided  by  HUD.  This  comment  is 
discussed  above. 

Some  commenters  suggested  closer 
coordination  between  owners  and 
contractors.  One  commenter  suggested 
that  an  owner  who  failed  to  comply  with 
the  rules  should  be  held  in  default  and 
legal  remedies  should  be  sought.  One 
commenter  suggested  early  notification 
to  tenants  of  their  rights. 

It  was  also  suggested  that  assistance 
should  not  be  provided  to  persons  who 
did  not  meet  the  income  requirements 
for  the  Section  8  program. 

One  commenter  suggested  adopting 
the  protections  contained  in  the  Section 
8  moderate  rehabilitation  program  rules 
as  a  means  of  minimizing  displacement. 
Under  the  Section  8  moderate 
rehabilitation  program,  nearly  all 
tenant-occupants  are  expected  to 


remain  in  the  property  during  and  after 
the  rehabilitation  work.  This  is  possible 
because  the  rehabilitation  woiic  is 
moderate  in  scale  and  the  program 
includes  a  rental  subsidy  for  all  eligible 
occupants.  Under  the  Section  312 
program,  larger  scale  rehabilitation 
often  takes  place.  Also,  the  Section  312 
program  does  not  include  a  rental 
subsidy.  For  these  reasons,  the 
Department  does  not  believe  that  the 
suggestion  is  feasible  and  it  has  not 
been  adopted.  The  Department  wishes 
to  note  that,  with  respect  to  persons 
actually  displaced,  the  relocation 
benefits  provided  under  the  Section  312 
program  are  more  comprehensive  than 
those  provided  under  the  Section  8 
moderate  rehabilitation  program. 

Some  commenters  suggested  that  the 
Section  8  Existing  Housing  Program  be 
used  to  subsidize  the  rent  of  low-  and 
moderate-income  tenants  who  continue 
in  occupancy  of  the  property  after 
rehabilitation.  This  method  of 
subsidizing  rents  for  such  tenants  can 
work,  in  those  areas  where  the  Public 
Housing  Agency  administering  the 
Section  8  Existing  Housing  Program 
issues  a  Section  8  Existing  Housing 
Family  Participation  Certificate  to  such 
a  tenant.  However,  such  certificates 
must  be  issued  in  accordance  with  the 
Section  8  eligibility  criteria  in  24  CFR 
Part  889  and  the  selection  criteria 
described  in  the  PHA’s  Administrative 
Plan  approved  by  HUD.  Since  the 
certificates  are  not  predicated  on  use  of 
a  particular  unit,  the  certificate  holder 
is,  of  course,  free  to  move  to  another 
building. 

■  Although  most  of  comments  received 
indicated  a  desire  to  relax  the  rules  and 
provide  lesser  protections  to  tenants,  the 
Department  believes  that  any  significant 
reduction  in  these  protections  would  be 
unfair  to  tenant-occupants  and  that, 
with  some  modifications,  the  basic 
requirements  published  as  an  interim 
rule  on  August  13, 1979  should  be 
retained. 

Based  on  the  comments  received,  and 
the  Department’s  experience  to  date,  the 
Department  has  concluded  that  the  most 
effective  method  for  minimizing 
displacement  is  the  retention  of  rules 
giving  basic  relocation  rights  to  tenants 
who  are  displaced  for  a  project.  The 
potentially  expensive  relocation  costs  to 
be  incurred  by  an  owner  causing 
displacement  offer  the  greatest  incentive 
to  owners  and  localities  to  minimize 
displacement  under  the  Section  312 
program. 

In  addition,  the  final  rule  requires 
that,  in  those  situations  where  it  offers 
the  potential  of  minimizing 
displacement,  the  locality  shall  require 
the  owner  to  consider  the  feasibility  of 
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carrying  out  the  rehabilitation  in  stages. 
Because  property  owners  must  carefully 
analyze  and  consider  all  economic 
aspects  of  a  project,  the  Department 
believes  that  property  owners  would 
normally  consider  the  advantages  and 
disadvantages  of  staging  and  that 
inclusion  of  this  requirement  in  the  rules 
will  not  be  burdensome. 

Revisions  to  Rule 

In  response  to  the  comments  received 
following  publication  of  the  interim  rule 
at  24  CFR  510.113  (44  FR  47513;  effective 
September  26, 1979),  the  Department  is 
making  the  following  changes  to  the 
Section  312  Rehabilitation  Loan  Program 
relocation  requirements: 

1.  Many  localities  objected  to  the 
obligations  imposed  on  the  locality  or 
owner  by  the  rules  designed  to  protect 
tenants  who  are  not  permanently 
displaced  by  a  project.  Among  other 
things,  concern  was  expressed  about  the 
locality’s  financial  liability  over  the 
four-year  period  of  the  guarantee  which 
may  extend  beyond  project  closeout.  In 
response  to  this  concern  and  in 
recognition  of  the  fact  that  the  present 
notice  of  right  to  continue  in  occupancy 
procedure  requires  a  locality  to  provide 
a  guarantee  that  exceeds  the  protections 
afforded  to  displaced  tenants,  the 
Department  is  revising  the  notice  of  right 
to  continue  in  occupancy  procedure. 
Under  the  revised  procedure,  the 
tenant’s  rights  will  be  secured  by  a  four- 
year  lease  that  expresses  the  reasonable 
terms  and  conditions  of  occupancy.  If 
any  of  these  terms  and  conditions  of  the 
lease  are  violated,  the  tenant  would  be 
expected  to  seek  help  from  the  locality, 
including  pertinent  local  agencies,  to 
ensure  that  the  owner  complies  with 
his/her  responsibilities  under  the 
provisions  of  the  lease.  Under  this 
procedure,  the  tenant  would  not 
automatically  be  entitled  to  relocation 
assistance  as  is  the  case  under  the 
existing  procedure. 

2.  A  number  of  commenters  indicated 
concern  that  property  owners  may 
displace  tenants  before  submission  of  a 
loan  application  to  HUD  to  avoid 
compliance  with  the  relocation 
regulations. 

The  Department  wishes  to  state  that 
such  displacement  of  tenants,  other  than 
for  cause,  is  inconsistent  with  the 
objectives  of  the  rules  and  the 
Department  will  consider  the 
disapproval  of  such  loan  applications 
when  evidence  of  such  early 
displacement  is  provided.  To  minimize 
such  displacement  in  the  future,  the 
proposed  rules  include  a  requirement  at 
§  510.52(c)(1)  that  would  ensure 
relocation  assistance  to  tenants  required 
to  move,  other  than  for  cause,  during  the 


six-month  period  immediately  prior  to 
submission  of  the  Section  312 
preapplication  or  application  to  HUD. 

3.  The  notice  of  right  to  continue  in 
occupancy  procedure  set  forth  certain 
limitations  on  the  amounts  by  which  an 
existing  residential  tenant’s  rent  can  be 
increased  during  the  four-year  period 
after  the  rehabilitation.  The  interim  rule 
indicated  that  the  rent  to  be  charged 
during  the  first  year  of  the  four-year 
period  could  be  established  at  the  level 
existing  prior  to  HUD  notification  of 
loan  approval  and  reservation  of  funds. 
(The  rent  could  not  be  increased  above 
this  level  during  that  Hrst  year  unless 
the  tenant  was  paying  less  than  25%  of 
his/her  income  for  rent.) 

"This  rule  presents  two  problems.  It 
provides  the  owner  no  increase  in  rent 
in  the  Rrst  year  of  the  guarantee  period 
to  recover  any  of  the  cost  of  the 
rehabilitation.  A  number  of  commenters 
raised  this  issue.  Second,  an  owner  can 
circumvent  the  rule  by  establishment  of 
a  substantial  rent  increase  in  the  period 
just  prior  to  loan  approval. 

To  address  the  second  concern,  and  to 
partially  address  the  concern  about  first 
year  rent  increases,  the  final  rule  has 
been  revised  to  require  that  the  tenant’s 
maximum  monthly  housing  cost  (rent 
and  estimated  utility  costs)  for  the  first 
year  of  the  guarantee  period  shall  be 
105%  of  the  tenant’s  monthly  housing 
cost  for  the  dwelling  unit  six  months 
prior  to  issuance  of  the  notice  of  right  to 
continue  in  occupany.  As  discussed 
above,  however,  the  notice  of  right  to 
continue  in  occupancy  procedure  is  not 
directed  at  recovering  rehabilitation 
costs,  and,  unless  some  rental  subsidy  is 
available,  such  as  that  provided  under 
the  Section  8  Existing  Housing  Program 
or  some  special  circumstances  exist,  the 
notice  of  right  to  continue  in  occupancy 
procedure  probably  cannot  be  used. 

4.  Under  the  Department’s  Uniform 
Act  relocation  rules  at  24  CFR  Part  42,  a 
displaced  residential  tenant  who 
occupies  a  property  for  at  least  90  days 
prior  to  the  “initiation  of  negotiations” 
meets  the  basic  eligibility  requirement 
for  a  replacement  housing  payment.  For 
purposes  of  the  Section  312  relocation 
rules,  the  interim  rule  defined  this  trigger 
date  as  the  date  of  HUD  notification  of 
loan  approval  and  reservation  of  funds. 
The  final  rule  establishes  the  effective 
date  of  the  notice  of  displacement  as  the 
“initiation  of  negotiations”.  The  effect  of 
this  change  will  be  to  increase  the 
likelihood  that  a  tenant  will  meet  the 
mimimum  requirements  for  a 
replacement  housing  payment. 

5.  In  conformance  with  the 
organization  of  proposed  Section  312 
rehabilitation  program  rules,  published 
today  as  a  proposed  rule  elsewhere  in 


this  issue  of  the  Federal  Register,  the 
Section  312  relocation  rules  have  been 
redesignated  as  §  510.52.  Also,  to  clarify 
the  relocation  requirements,  the 
relocation  rules  have  been  reorganized 
and  reworded. 

Other  Information 

A  Finding  of  Inapplicability  with 
regard  to  the  environmental  impact  of 
these  rules  has  been  prepared  in 
accordance  with  HUD  procedures.  A 
copy  of  the  Finding  is  available  for 
inspection  and  copying  during  regular 
business  hours  in  the  Office  of  the  Rules 
Docket  Clerk,  Room  5218,  Department  of 
Housing  and  Urban  Development,  451 
Seventh  Street,  SW.,  Washington,  DC. 

(Sec.  312,  United  States  Housing  Act  of  1964 
(42  U.S.C.  1452b];  sec.  7(d]  Department  of 
Housing  and  Urban  Development  Act  (42 
U.S.C.  3535(d))) 

Accordingly,  24  CFR  Part  510  is  amended 
as  follows: 

§510.113  (Deleted] 

1.  Section  510.113  is  deleted. 

2.  Section  510.52  is  established  as 
follows: 

§  510.52  Relocation/displacement. 

(a)  Responsibility  of  Locality.  The 
locality  shall  administer  its  Section  312 
Rehabilitation  Loan  Program  in  a 
manner  that  minimizes  any  potential  or 
actual  involuntary  displacement  of 
tenants.  Wherever  it  offers  the  potential 
of  minimizing  displacement,  the  locality 
shall  require  the  ownet*  to  consider  the 
feasibility  of  carrying  out  the 
rehabilitation  in  stages.  The  locality  is 
responsible  for  assuring  compliance 
with  the  provisions  of  this  section.  Prior 
to  approval  of  any  Section  312  loan,  the 
locality  shall  certify  to  HUD  that  it  will 
assure  compliance  with  these 
provisions.  To  pay  the  cost  of  relocation 
payments  and  other  relocation 
assistance,  the  locality  may  use  local 
public  funds  or  funds  available  under 
the  locality’s  Community  Development 
Block  Grant  Program.  (To  use  block 
grant  funds,  the  locality  must  adopt  a 
written  policy  in  accordance  with  24 
CFR  570.602(c).)  The  locality  may  also 
enter  into  a  written  agreement  with  the 
private  owner  of  a  project  which 
provides  for  the  owner  to  pay  all  or  part 
of  the  cost  of  relocation  payments  and 
other  assistance  incurred  under  this 
section  and/or  to  reduce  the  rent 
charged  to  tenants  who  are  permitted  to 
continue  in  occupancy  of  a  dwelling  unit 
in  the  project.  The  locality  shall 
maintain  the  records  described  at  24 
CFR  Part  42.207(e)  and  24  CFR  Part 
42.225. 

(b)  Applicability  of  Uniform  Act.  The 
Uniform  Relocation  Assistance  and  Real 
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Property  Acquisition  Policies  Act  of  1970 
(Uniform  Act)  and  HUD  implementing 
regulations  at  24  CFR  Part  42  apply  to 
the  displacement  of  certain  persons  as  a 
result  of  a  Section  312  Rehabilitation 
Loan  provided  in  connection  with  an 
Urban  Renewal  Project  or  Neighborhood 
Development  Program  under  Title  I  of 
the  Housing  Act  of  1949,  as  amended. 
Code  Enforcement  under  Section  117  of 
the  Housing  Act  of  1949,  or  a 
comprehensive  city  demonstration 
program  under  Title  I  of  the 
Demonstration  Cities  and  Metropolitan 
Development  Act  of  1966. 

(c)  Displacement  Not  Subject  to  the 
Uniform  Act.  The  provisions  of  this 
paragraph  apply  only  to  approved 
Section  312  loan  activities  that  are  not 
subject  to  the  Uniform  Act.  HUD  has 
determined  that  requirements  identical 
to  those  set  forth  at  24  CFR  Part  42,  as 
modified  by  this  paragraph  (c)  shall 
apply  with  respect  to  any  tenant  (not  an 
owner-occupant)  who  occupies  property 
to  be  rehabilitated  with  such  a  Section 
312  loan. 

(1)  Issuance  of  Notice  to  Residential 
Tenants.  Except  as  indicated  in 
paragraph  (c)(7)  of  this  section,  the 
locality  shall  issue  each  residential 
tenant  either  a  notice  of  displacement 
(described  at  §  42.205)  that  is  effective 
immediately  or  a  notice  of  right  to 
continue  in  occupancy  (described  at 
§  42.207).  The  notice  shall  be  issued 
within  30  days  after  the  locality  receives 
HUD  notification  of  loan  approval  and 
reservation  of  funds,  or  by  such  later 
date  as  is  agreed  to  by  the  HUD  Area 
Office,  If  the  tenant  is  not  issued  either 
of  these  notices  within  the  prescribed 
time,  he  or  she  shall  automatically  be 
eligible  for  relocation  assistance  as 
described  at  24  CFR  42.205(b).  Any 
tenant  required  by  the  owner  to  move 
from  the  property,  other  than  for  cause, 
before  issuance  of  such  a  notice,  but 
after  the  date  six  months  prior  to 
submission  of  the  Section  312 
preapplication  (or  application,  if  there  is 
no  preapplication)  to  the  HUD  Area 
Office  shall  also  be  issued  a  notice  of 
displacement.  In  the  latter  case,  the 
notice  of  displacement  shall  be  effective 
on  the  date  the  tenant  vacated  the 
property,  and,  if  the  tenant  chooses  to 
relocate  again,  the  1-year  period  within 
which  the  tenant  must  purchase/rent 
and  occupy  a  replacement  dwelling  (see 
§  42.451(c))  and  the  18-month  period  for 
filing  relocation  payment  claim(s)  shall 
not  begin  until  the  tenant  has  been 
provided  a  reasonable  choice  of 
opportunities  to  relocate  to  a 
comparable  replacement  dwelling.  If  the 
tenant  does  not  choose  to  relocate 
again,  he/she  shall  be  given  at  least  6 


months  in  which  to  file  relocation 
payment  claim(s). 

(2)  Issuance  of  Notice  to 
Nonresidential  Tenants.  The  locality 
shall  determine  whether  or  not  a 
nonresidential  tenant  will  be  required  to 
move  as  a  result  of  the  rehabilitation.  If 
a  nonresidential  tenant  is  ordered  to 
vacate  the  property  in  connection  with 
the  rehabilitation  or  the  locality 
determines  that  undue  hardships  (e.g., 
substantial  iilcrease  in  rent  or  costly 
suspension  of  operations)  will  result 
from  the  rehabilitation,  it  shall  promptly 
issue  the  tenant  a  notice  of  displacement 
(described  at  §  42.205).  If  a 
nonresidential  tenant  is  not  required  to 
move  as  a  result  of  the  rehabilitation, 
the  terms  and  conditions  of  continued 
occupancy  are  matters  for  negotiation 
between  the  owner  and  tenant. 

(3)  "Initiation  of  Negotiations.  ”  For 
purposes  of  determining  eligibility  for  a 
replacement  housing  payment  under 
Subpart  G  of  24  CFR  Part  42,  the 
effective  date  of  the  notice  of 
displacement  shall  be  considered  to  be 

.  the  “initiation  of  negotiations.” 

(4)  Replacement  Housing  Payment.  A 
displaced  residential  tenant  who  meets 
the  eligibility  conditions  described  in 

§  42.451  is  entitled  to  a  replacement 
housing  payment  to  help  him  or  her  rent 
or  buy  a  replacement  dwelling.  Any 
such  tenant  who  chooses  to  buy  a 
replacement  dwelling,  shall  recieve  a 
downpayment  assistance  payment 
computed  under  §  42.455.  Any  such 
tenant  who  chooses  to  rent  a 
replacement  dwelling,  is  entitled  to  a 
rental  assistance  payment  computed  in 
accordance  with  §  42.453,  unless  a 
Public  Housing  Agency  administering 
the  Section  8  Existing  Housing  Program 
(24  CFR  Part  882)  determines  in 
accordance  with  the  Section  8  eligibility 
criteria  in  24  CFR  Part  889  and  selection 
criteria  described  in  its  Administrative 
Plan  approved  by  HUD  that  the 
displaced  tenant  can  be  issued  a 
Certificate  of  Family  Participation  under 
that  program.  Assistance  under  the 
Certificate  can  only  occur  when  (i)  the 
tenant  has  voluntarily  selected  a 
replacement  dwelling  which  meets  the 
housing  quality  standards  and  other 
requirements  of  that  program,  and  (ii) 
the  landlord  of  the  replacement  dwelling 
unit  is  willing  to  participate  in  the 
program.  If  the  tenant  elects  to  rent  a 
replacement  dwelling  that  cannot  be 
assisted  under  the  Section  8  Existing 
Housing  Program,  he/she  must  be 
offered  the  rental  assistance  payment 
described  at  §  42.453.  (If  an  eligible 
tenant  voluntarily  selects  a  rental  unit 
that  meets  the  Section  8  requirements 
and  the  owner  is  willing  to  participate  in 


the  Existing  Housing  Program  but  the 
tenant  refuses  the  Section  8  assistance, 
the  tenant  is  not  entitled  to  a  rental 
assistance  payment.  However,  the 
tenant  remains  eligible  for  a  moving 
expense  payment  computed  as 
described  at  §  42.303  or  §  42.353). 

(5)  Modifications  to  Notice  of  Right  to 
Continue  in  Occupancy.  A  residential 
tenant  who  receives  a  notice  of  right  to 
continue  in  occupancy  (described  at 

§  42.207)  is  assured,  among  other  things, 
that  he  or  she  will  have  the  right  to 
continue  in  occupancy  in  the  property 
for  a  period  of  at  least  4  years.  These 
terms  and  conditions  of  continued 
occupancy  shall  be  reasonable  and  shall 
be  contained  in  a  lease.  The  lease  shall 
run  for  a  period  of  at  least  four  (4)  years. 
The  tenant’s  rights  shall  be  in 
accordance  with  the  lease  and  the 
provisions  of  State  and  local  law.  The 
procedures  for  an  automatic  notice  of 
displacement  described  at  24  CFR  Part 
42.205(b)(2)  and  24  CFR  Part  42.207(a)(4) 
shall  not  apply.  In  addition,  the 
provisions  at  24  CFR  Part  42.207(a)(2) 
governing  the  tenant’s  maximum 
monthly  housing  cost  (rent  and 
estimated  utility  charges)  during  the  4- 
year  period  are  modified  to  read  as 
follows: 

(i)  During  the  first  year  of  the  four- 
year  period,  the  tenant’s  monthly 
housing  cost  shall  be  established  at  a 
level  that  does  not  exceed  the  greater  of: 

(A)  Twenty-five  percent  (25%)  of  the 
gross  income  of  all  adult  members  of  the 
household,  or 

(B)  105%  of  the  tenant’s  monthly 
housing  cost  for  the  unit  six  months 
prior  to  issuance  of  the  notice  of  right  to 
continue  in  occupancy. 

(ii)  At  the  end  of  the  first,  second  and 
third  years,  the  monthly  housing  cost 
may  be  increased.  The  monthly 
increase,  however,  shall  not  exceed  the 
sum  of  (A)  the  average  monthly  increase 
in  the  owner’s  costs  for  utility  charges 
and  property  taxes  over  the  previous 
year,  plus  (B)  five  percent  (5%)  of  the 
monthly  contract  rent  (exclusive  of 
utility  costs)  charges  during  the  prior 
year. 

(6)  Waiver  of  Right  to  Continue  in 
Occupancy.  Nothing  in  these  regulations 
shall  prevent  a  fully  informed  tenant, 
who  will  not  be  required  to  relocate 
permanently,  from  waiving  his  right  to 
be  issued  a  notice  of  right  to  continue  in 
occupancy.  The  waiver  shall  be  in  a 
format  prescribed  by  HUD. 

(7)  Ineligible  Tenants.  Under  the 
following  circumstances,  the  tenant  is 
neither  entitled  to  a  notice  of 
displacement  nor  a  notice  of  right  to 
continue  in  occupancy,  nor  will  he  or 
she  receive  relocation  assistance: 
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(i)  The  tenant  occupies  a  dwelling  and 
the  cost  of  the  rehabilitation  work  that 
is  allocable  to  the  tenant’s  unit  does  not 
exceed  $2,500  and  the  locality 
determines  that  the  tenant  will  not  be 
required  to  move  because  of  the 
rehabilitation.  In  a  building  of  two  or 
more  units,  the  cost  allocable  to  the 
tenant’s  unit  includes  the  pro  rata  share 
of  the  cost  of  work  done  to  common 
elements  of  the  property. 

(ii)  The  tenant  moves  to  the  property 
after  submission  of  the  loan  application 
and  is  notified  in  writing  prior  to 
execution  of  the  lease  about  the 
prdposal  and  its  effect  on  him  or  her. 

Issued  at  Washington,  D.C.,  April  2, 1980. 
Walter  G.  Farr,  Jr., 

Deputy  Assistant  Secretary  for  Community 
Planning  and  Development. 

|FR  Doc.  80-10628  Filed  4-0-80:  8:45  am] 
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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  the  Assistant  Secretary  for 
Community  Planning  and  Development 

24  CFR  Part  510 
I  Docket  No.  R-80>781] 

Section  312  Rehabilitation  Loan 
Program 

agency:  Department  of  Housing  and 
Urban  Development. 

ACTION:  Proposed  rulemaking. 

summary:  hud  is  issuing  for  public 
comment  proposed  rules  governing  the 
administration  of  the  Section  312 
Rehabilitation  Loan  Program  under  the 
Housing  Act  of  1964,  as  amended.  No 
comprehensive  rules  have  been 
previously  published  for  this  program, 
which  has  been  operating  to  date  under 
HUD  Rehabilitation  Financing 
Handbook  7375.1  REV.,  dated  February 
1974  and  various  Interim  rules  (44  FR  71, 
April  11, 1979:  44  FR  92.  May  10, 1979:  44 
FR  157,  August  13, 1979:  44  FR  189, 
September  27, 1979),  Departmental 
Notices,  and  Memoranda,  With  issuance 
of  this  Proposed  Rule,  the  Department  is 
for  the  first  time  putting  existing 
program  policies  and  procedures  into 
regulatory  form  and  also  offering  for 
public  comment  some  significant 
changes  in  program  policies  and 
procedures.  However,  it  should  be 
understood  that  the  existing  Handbook 
(7375.1  REV.),  the  referenced  Interim 
Rules,  Departmental  Notices,  and 
Memoranda  shall  remain  in  effect  until 
the  proposed  Regulations  are  published 
as  a  final  rule  for  effect. 
date:  Comment  due  date:  June  9, 1980. 
ADDRESS:  Send  comments  to  the  Rules 
Docket  Clerk,  Office  of  General  Counsel,^ 
Room  5218,  Department  of  Housing  and 
Urban  Development.  451  7th  Street.  SW., 
Washington,  D.C.  20410,  telephone:  202/ 
755-6300. 

FOR  FURTHER  INFORMATION  CONTACT: 

Craig  S.  Nickerson,  Office  of  Urban 
Rehabilitation  and  Community 
Reinvestment,  Room  7162,  Department 
of  Housing  and  Urban  Development,  451 
7th  Street.  SW.,  Washington,  D.C.  20410, 
telephone:  202/755-5970.  (This  is  not  a 
toll  free  number.) 

SUPPLEMENTARY  INFORMATION:  On 

September  6. 1979,  (44  FR  51999),  an 
Advance  Notice  of  Proposed 
Rulemaking  was  published  in  the 
Federal  Register  requesting  comment  on 
a  number  of  major  issues  involving  the 
design  and  administration  of  the  Section 
312  Program.  Public  comment  was 


solicited  in  order  to  assist  the 
Department  in  developing  regulations 
for  the  program  for  the  first  time.  The 
development  of  regulations  for  the 
Section  312  Program  is  in  keeping  with 
Executive  Order  12044,  “Improving 
Governmental  Regulations,”  and  24  CFR 
Part  10,  the  Department’s  rulemaking 
policies. 

The  public  comments,  which 
addressed  eight  questions  contained  in 
the  Notice  of  Advance  Rulemaking, 
were  helpful  in  shaping  the  development 
of  the  Proposed  Regulations.  Specific 
comments  were  sought  relating  to  local 
loan  approval  authority,  targeting  of 
funds  to  areas  of  concentrated 
neighborhood  revitalization,  priority  for 
low-  and  moderate-income  persons, 
funding  of  nonresidential  rehabilitation, 
terms  and  conditions  of  Section  312 
loans,  costs  includable  in  the  loan,  a 
variable  interest  rate,  and  actions  to 
avoid  or  minimize  displacement. 

Comments  were  received  from  private 
individuals,  local  and  state  Government 
officials,  housing  and  community 
development  administrators,  realtors, 
public  interest  groups,  trade 
associations,  neighborhood 
organizations,  and  legal  service  groups. 
In  order  to  highlight  the  major  aspects  of 
the  proposed  Regulations  for  the  Section 
312  Program  and  to  discuss  the  range  of 
public  comments,  the  following 
summary  is  organized  by  the  questions 
as  raised  in  the  Advance  Notice: 

1.  What  roles  should  Federal  and  local 
agencies  play  in  the  administration  of 
the  loan  program?  Under  what 
circumstances  should  local  agencies  be 
given  authority  to  approve  loans  and 
under  what  circumstances  should  that 
authority  be  withdrawn? 

Of  47  responses  from  the  public,  25 
commented  on  local  loan  approval 
authority.  Most  were  in  favor  of 
localities  having  a  greater  role  in  the 
administration  of  the  program.  Six 
commenting  agencies  said  loan  approval 
authority  should  be  extended  to  all 
types  of  loans  and  one  agency 
specifically  stated  that  local  agencies 
should  be  able  to  approve 
nonresidential  loans.  Most  comments 
supported  localities  having  a  strong  staff 
capacity  to  package  sound  loans  and 
technical  assistance  capability  as  a 
prerequisite  for  loan  approval  authority. 
Several  comments  stated  that  localities 
should  have  a  successful  or  proven  track 
record  in  processing  either  Section  312 
or  Community  Development  Block  Grant 
(CDBG)  loans  in  order  to  receive  local 
loan  approval  authority. 

Localities  currently  have  a  substantial 
role  in  the  administration  of  the 
program.  Localities  select  eligible  areas. 


types  of  property,  and  prospective 
borrowers  for  use  of  Section  312  funds. 
Further,  presently,  over  160  communities 
have  local  loan  approval  authority.  With 
this  Proposed  Rule,  the  Department 
intends  to  further  promote  and 
encourage  localities  to  accept  local  loan 
approval  authority  under  specific 
agreements  with  HUD. 

It  is  proposed  that  18  months  after  this 
Regulation  becomes  final,  all  localities 
having  committed  over  $200,000  in 
General-Use  and/or  Urban 
Homesteading  rehabilitation  loans  for 
any  previous  2-year  period  will  be 
required  to  assume  local  approval 
authority.  All  other  communities  having 
demonstrated  the  capacity  to  carry  out 
either  a  CDBG  rehabilitation  loan 
program  or  a  Section  312  Loan  Program 
may  also  assume  local  loan  approval 
authority.  In  some  instances,  loan 
approval  authority  may  be  granted  on 
multifamily  and  nonresidential  loans 
where  the  locality  accepts  a  share  of  the 
risk  by  contributing  local  funds. to  the 
project. 

Eleven  localities  recommended 
conditions  under  which  loan  approval 
authority  should  be  withdrawn,  such  as 
not  utilizing  the  funding  allocation,  high 
loan  delinquency  rates,  the  capacity  and 
expertise  to  administer  the  program  are 
lost,  or  gross  violations  of  the  letter  and 
intent  of  the  program.  Periodic 
monitoring  of  an  LPA's  performance  will 
determine  whether  failure  to  process 
and  approve  loans  that  meet  the  HUD 
acceptable  risk  standards  (§  510.82)  or 
serious  failure  to  meet  requirements  of 
the  Section  312  Loan  Program  has 
occurred.  When  abuses  are  discovered, 
corrective  or  remedial  sanctions 
pursuant  to  Section  510.156  ranging  from 
Issuing  a  letter  of  warning  to 
cancellation  of  the  Agreement  and 
withdrawal  of  local  approval  authority 
may  be  instituted. 

2.  To  what  extend  should  loans  be 
targeted  to  areas  of  concentrated 
neighborhood  rehabilitation? 

Most  comments  in  support  of  targeting 
mentioned  the  importance  of  visible 
physical  results  due  to  the  concentration 
of  rehabilitation  in  a  specific  area.  They 
also  mentioned  the  availability  of 
assistance  to  all  residents  within  a 
concentrated  area  that  met  eligibility 
criteria  as  a  positive  factor  for  targeting. 
Some  comments  against  targeting 
focused  on  the  loss  of  flexibility  to  use 
Section  312  funds  outside  of  target  areas 
which  a  locality  may  consider  to  have 
an  equal  need  for  Section  312  funding. 
Also  several  comments  were  against 
designating  only  NSAs  within  CDBG 
areas,  because  some  localities  that  had 
previously  participated  would  now  be  at 
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a  disadvantage  if  they  have  not 
designated  NSAs.  A  few  comments 
suggested  Section  312  rehabilitation 
should  be  permitted  on  a  spot  basis  to 
parallel  CDBG-funded  rehabilitation. 

HUD  has  chosen  to  continue  the  use 
of  Section  312  funds  in  targeted  areas 
(CDBG-NSAs  and  other  eligible 
categorical  program  areas — §  510.22} 
where  there  are  already  on-going 
physical  improvements,  public  facilities 
and  services,  and  property  rehabilitation 
activities  that  will  produce  substantial 
long-term  improvements  in  the  area 
within  a  reasonable  period  of  time.  It  is 
in  accordance  with  statutory  intent  that 
Section  312  funding  be  used  as  a 
supplement  to  private  rehabilitation 
financing  to  support  other  rehabilitation 
activity  in  the  eligible  areas.  Further, 
Section  312  funds  can  be  used  only  in  in 
designated  areas;  however,  localities 
have  the  discretion  within  the  broad 
statutory  and  Departmental  regulatory 
requirements  to  select  the  number,  size, 
and  location  of  the  areas. 

Approving  Section  312  loans  on  a  spot 
rehabilitation  basis  will  not  be 
permitted.  There  are  other  funding 
sources  available,  such  as  CDBG,  that 
under  certain  circumstances  may  be 
used  for  this  purpose. 

3.  How  should  the  priority  for  low-  and 
moderate-income  borrowers  be 
established? 

Twenty-five  localities  commented  that 
funds  should  continue  to  be  made 
available  for  low-  and  moderate-income 
owner  occupants.  There  were  various 
recommendations  on  how  to  implement 
this  priority.  Several  suggestions 
mentioned  earmarking  a  percentage 
(ranging  from  50  to  80  percent)  of  a 
locality’s  allocation  for  loans  to  low- 
and  moderate-income  owner  occupants. 
There  was  one  suggestion  that  all 
applications  be  kept  on  file  with  no 
over-income  applications  approved  until 
all  applications  from  eligible  low-  and 
moderate-income  persons  were 
processed  first.  It  was  also  suggested 
that  those  applicants  who  fail  to  meet 
income  requirements  for  a  CDBG  grant 
have  their  applications  processed  first. 
Another  suggestion  was  that  elderly 
homeowners  on  fixed  incomes  have  top 
priority  for  funding  rehabilitation.  One 
comment,  related  to  the  implementation 
of  the  statutory  priority  for  applications 
from  low-  and  moderate-income 
condominiums  and  cooperatives, 
recommended  that  cities  be  required  to 
advertise  that  it  is  a  priority  and  solict 
tenants  who  are  principally  of  low-  and 
moderate-income. 

In  implementing  the  low-  and 
moderate-income  priority,  HUD  wants 
to  give  localities  discretion.  In 


processing  and  approving  loans, 
localities  shall  give  priority  to  those 
applicants  of  low-and  moderate-income 
who  are  owner  occupants.  The 
Department  has  chosen  not  to  prescribe 
specific  requirements  which  every 
participting  locality  must  meet  in 
implementing  the  priority  for  low-  and 
moderate-income  owners.  Rather,  we 
are  encouraging  local  discretion  within 
the  broad  limits  imposed  in  this  Rule. 

There  may  be  valid  reasons  to  accept 
and  approve  Section  312  loans  from 
residential  and  nonresidential  property 
owners,  who  do  not  qualify  for  the  low- 
and  moderate-income  priority.  For 
example,  loans  to  borrowers  to 
rehabilitate  property  where 
conventional  financing  is  not  available 
and  where  the  rehabilitation  will  serve 
as  an  important  stimulant  to 
neighborhood  revitalization  efforts  may 
be  appropriate.  Also,  loans  may  be 
issued  to  higher  income  nonresidential 
property  owners  who  will  be  improving 
their  property,  thus  benefitting  low-  and 
moderate-income  persons  in  the  area  by 
providing  employment  and  services. 
Loans  should  also  be  made  available  to 
higher  income  investor-owners  who  will 
be  providing  housing  for  low-  and 
moderate-income  tenants.  While  HUD 
believes  that  localities  are  in  the  best^ 
position  to  determine  how  to  balance 
the  statutory  priority  for  low-  and 
moderate-income  owner  occupants 
against  other  program  objectives  in 
specific  instances  such  as  those  just 
mentioned,  HUD  does  intend  to  monitor 
closely  localities’  performance  in  this 
regard,  to  assure  that  low-  and 
moderate-income  owner  occupants  are 
actually  receiving  a  reasonable  share  of 
loans. 

4.  Under  what  circumstances  should 
nonresidential  rehabilitation  be  funded? 

There  was  a  wide  range  of  comments 
on  funding  nonresidential  rehabilitation. 
Some  localities  thought  nonresidential 
funding  should  be  limited  to 
Neighborhood  Strategy  Areas  (NSAs) 
with  a  priority  given  to  businesses  that 
serve  the  NSAs  or  employ  area 
residents.  One  locality  felt  that  Section 
312  funding  should  be  used  on 
nonresidential  properties  only  when 
local  jurisdictions  contribute  a  share  of 
the  funding.  Another  comment  suggested 
that  it  should  be  the  locality’s  option  to 
utilize  Section  312  funds  to  coincide 
with  surrounding  and  adjoining 
residential  rehabilitation  and  should 
focus  only  on  exterior  treatment  and/or 
removal  of  hazardous  interior 
conditions.  One  locality  suggested 
funding  be  based  on  need  with  criteria 
developed  similar  to  those  for 
Distressed  Cities.  Another  comment 


suggested  restricting  Section  312  funding 
to  residential  properties  only,  because 
there  are  other  available  Federal 
sources  for  commercial  properties. 
Localities  mentioned  that  the 
nonresidential  loan  limit  of  $100,000  per 
property  was  adequate. 

In  making  loans  to  applicants,  HUD 
promotes  the  statutory  priority  that 
loans  be  given  to  applications  of  low- 
and  moderate-income  persons  who  own 
and  occupy  the  property  to  be 
rehabilitated.  Loans  on  nonresidential 
properties  will  be  made  where 
rehabilitation  is  required  as  a  part  of  a 
locality’s  economic  development 
strategy  with  primary  emphasis  placed 
on  neighborhood  scale  commercial 
properties.  Also  the  mixed-use  property 
(residential  and  nonresidential)  may  be 
funded  where  the  rehabilitation  is 
required  as  a  part  of  the  locality’s 
community,  housing,  or  economic 
development  strategy  as  described  in  24 
CFR  570.304  (1),  (2)  and  (3). 

Because  a  Section  312  loan  must  be 
determined  to  be  an  acceptable  risk, 
taking  into  consideration  the  need  for 
the  rehabilitation,  the  security  available 
for  the  loan,  and  the  applicant’s  ability 
to  repay  the  loan,  HUD  feels  that 
another  set  of  criteria  would  not  seem  to 
be  necessary  for  nonresidential  lending. 

5.  What  terms  and  conditions  should  be 
applied  to  each  loan? 

Thirteen  commenting  officials 
indicated  that  the  terms  and  conditions 
for  each  loan  should  remain  the  same  as 
those  presently  stipulated  in  Form 
HUD-6231.  Those  commenting  generally 
felt  that  to  add  more  requirements  or  to 
change  existing  requirements  would 
make  the  program  unwieldy  or  too 
complex.  Every  effort  has  been  made  in 
preparing  this  Rule  to  assure  that 
program  procedures  do  not  become 
unwieldy  or  time-consuming. 

Several  commenting  local  officials 
suggested  that  HUD  should  extend  the 
20-year  loan  term  for  repaying  Section 
312  loans.  The  statutory  authority  for  the 
Section  312  Program  establishes  a  term 
up  to  20  years.  HUD  does  not  presently 
have  the  authority  to  extend  this  period. 

A  few  commenting  officials  suggested 
that  HUD  should  require  applicants  to 
pay  off  the  Section  312  loan  over  a 
shorter  period  of  time  if  the  person’s 
income  could  support  a  higher  monthly 
payment  or  if  the  loan  amount  was 
minimal.  Section  510.32(b]  proposes  that 
all  Section  312  loans  be  made  with  the 
shortest  reasonable  terms  consistent 
with  the  borrower’s  ability  to  pay. 
Additionally,  although  there  is  no 
minimal  loan  amoimt  requirement. 

§  510.36(d)  requires  that  in  order  to 
implement  cost  effective  loan 
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processing,  no  loan  should  be  made  with 
a  monthly  repayment  of  less  than  $20. 

One  person  suggested  that  HUD 
provide  an  optional  loan  settlement 
procedure  for  projects  which  are  vacant 
during  construction  to  allow  the 
borrower  to  make  payments  only  on  that 
portion  of  the  loan  amount  which  is 
drawn  down  as  construction  progresses 
as  opposed  to  making  payment,  during 
construction,  on  the  total  loan  amount. 
Section  510.84(c)  provides  that  for  loans 
over  $60,000  or  for  projects  where  the 
construction  period  will  be  in  excess  of 
4  months,  a  modihed  loan  settlement 
and  disbursement  procedure  shall  be 
used,  unless  it  is  determined  that  such 
procedure  will  not  provide  adequate  lien 
priority  and  security  under  State  and 
local  law.  This  modified  procedure 
permits  a  series  of  checks  to  be 
requested  from  the  U.S.  Treasury  as 
needed  for  actual  disbursements  from 
the  rehabilitation  escrow  account,  with 
interest  accruing  only  on  the  actual 
amount  down  from  Treasury  based  on 
the  date  of  the  draw.  No  monthly 
payments  by  the  borrower  will  be  due 
until  the  frnal  loan  check  has  been 
disbursed. 

In  addition  to  the  changes  noted 
above,  HUD  is  eliminating  the 
mandatory  use  of  the  short-form 
mortgage  currently  used  for  loans  under 
$10,000.  Section  510.42  requires  that  all 
Section  312  loans  except  loans  of  less 
than  $3,500  to  purchasers  under 
installment  land  sales  contracts,  be 
settled  with  a  promissory  note  secured 
by  a  recorded  mortgage.  The  form  of  the 
promissory  note  and  mortgage  will  be 
furnished  by  the  HUD  Area  Office  for 
use  in  the  jurisdiction  in  which  the 
properly  to  be  rehabilitated  is  located. 

llie  terms  and  conditions  applicable 
to  loans  to  be  purchaser-occupant,  under 
an  installment  land  sales  contract  are 
outlined  in  §  510.26(a)(2). 

6.  What  costs  should  be  included  in 
loans?  Under  what  circumstances 
should  refrnancing  of  an  existing 
mortgage  be  allowed? 

Costs  Includable  in  the  Loan 

There  were  five  suggestions  that  local 
agencies  should  be  allowed  to  charge 
the  borrower  a  processing  fee  to  be 
includable  as  an  eligible  cost  in  the  loan. 
It  was  also  suggested  that  other 
administrative  costs,  such  as  property 
appraisal  fees,  recording  fees,  and  title 
search  fees  should  be  eligible  costs 
includable  in  the  loan.  HUD  has 
determined  that  application,  appraisal 
and  inspection  fees  are  costs  which 
shall  be  assumed  by  the  local  body  from 
local  funds  such  as  CDBG  funds  and 
shall  not  be  charged  to  the  borrower. 


However,  because  of  the  higher  costs 
involved,  the  cost  for  appraisal  fees  on 
multifamily  and  nonresidential 
properties  will  be  eligible  if  the 
borrower  agrees  to  inclusion  of  these 
costs  in  the  loan  amount.  It  has  also 
been  determined,  however,  that  the  cost 
of  professional  services,  such  as 
architectural  and  engineering  surveys, 
which  are  not  normally  provided  by  the 
local  body  are  eligible  for  inclusion  in 
the  loan.  Additionally,  some  legal  costs, 
including  fees  for  title  reports, 
reasonable  corrective  title  work  and 
title  insurance,  if  necessitated  by  an 
unclear  title  history,  are  eligible  costs. 

A  few  respondents  suggested  that  the 
contingency  fee  now  calculated  at  3 
percent  should  be  raised.  Under 
§  510.38(n),  a  contingency  reserve  not  to 
exceed  5  percent  of  the  cost  of 
rehabilitation  for  single-family  loans 
and  10  percent  for  multifamily, 
nonresidential,  and  mixed-use  loans  is 
proposed.  In  addition,  the  contingency 
on  any  loan  where  the  modified  loan 
settlement  procedure  will  be  utilized 
may  be  increased  up  to  an  additional  5 
percent  of  rehabilitation  costs  as 
described  in  §  510.84(c)(3).  Also,  the 
contingency  amount  for  self-help/sweat 
equity  projects  and  multifamily  projects 
may  be  increased  to  15  percent  as 
described  in  §  510.80(e). 

One  commenter  suggested  that  HUD 
should  allow  the  borrower  more  latitude 
in  addressing  cosmetic  problems  while 
another  felt  that  General  Property 
Improvements  should  be  allowed  only 
where  they  contributed  to  the  overall 
rehabilitation  effort.  The  percentage  of 
General  Property  Improvements  should 
usually  be  less  than  40  percent  of  the 
cost  of  rehabilitation. 

Other  costs  which  have  been 
determined  as  includable  in  the  loan 
include  the  cost  of  meeting  cost  effective 
energy  standards  as  described  in 
§  510.50,  the  cost  of  interest  paid  on  a 
construction  loan  when  the  Section  312 
rehabilitation  loan  is  used  as  permanent 
financing,  and  costs  of  meeting  or 
correcting  environmental 
considerations. 

Refinancing  of  an  Existing  Mortgage 

Most  respondents  who  addressed  the 
refinancing  issue  felt  that  existing 
refinancing  policies  were  adequate  and 
that  if  any  changes  were  instituted,  it 
should  be  an  increase  in  the  20  percent 
eligibility  ratio  of  total  principal  and 
interest  payments  to  income.  One 
commenting  local  official  felt  that 
refinancing  should  be  discouraged  and 
allowed  only  when  an  applicant  could 
not  otherwise  afford  the  rehabilitation. 

A  few  respondents  stated  that 
refinancing  should  be  limited  to  land 


sales  contracts  and  conventional  loans 
which  were  used  for  rehabilitation 
purposes.  Others  suggested  that  only 
debts  which  are  housing  related,  such  as 
a  mortgage  or  home  improvement  debt, 
should  be  eligible  for  refinancing. 

In  line  with  that  suggestion, 

§  510.49(a)(3)  limits  refinancing 
generally  to  housing-related 
indebtedness.  Additionally,  refinancing 
is  to  be  used  only  as  a  last  resort  when 
the  additional  cost  of  rehabilitation 
assistance  results  in  a  total  housing 
expense  which  will  be  unaffordable  by 
the  borrower  and  the  loan  is  considered 
vital  for  neighborhood  revitalization. 
However,  HUD  will  not  increase  the  20 
percent  ratio  of  total  principal  and 
interest  payments  to  income  because  it 
is  a  statutory  requirement.  But  in  order 
to  limit  the  beneht  of  refinancing  to 
those  applicants  who  are  most  in  need, 
refinancing  is  being  restricted  to 
applicants  with  incomes  below  95 
percent  of  the  median  income  for  the 
area,  as  described  in  §  510.40(b)(3). 

7.  What  rules  should  be  applied  to  the 
range  of  interest  rates  authorization 
added  by  the  Housing  and  Community 
Development  Amendments  of  1978? 

Numerous  comments  were  received 
on  the  issue  of  varying  interest  rates 
with  suggestions  ranging  from  adamant 
adherence  to  the  present  3  percent  rate 
for  all  borrowers  to  favoring  an  intricate 
sliding  scale  of  interest  rates  which 
would  be  tied  directly  to  the  applicant’s 
income.  HUD,  in  following  the 
Congressional  mandate  to  develop  a 
variable  loan  interest  rate,  has 
attempted  to  design  an  interest  rate 
schedule  which  would  be  variable  based 
on  income  but  not  difficult  or  expensive 
for  a  locality  to  administer. 

One  individual  suggested  that  in  lieu 
of  adjusting  the  3  percent  rate,  HUD 
should  decrease  the  loan  term.  The 
commenter  felt  that  decreasing  the  term 
would  result  in  a  quicker  payoff  and  a 
more  rapid  recovery  of  funds.  Section 
510.32(b)  requires  that  all  Section  312 
loans  be  made  with  the  shortest 
reasonable  term  consistent  with  the 
borrower’s  ability  to  pay.  As  stated 
previously,  HUD  is  also  requiring  that 
no  loan  be  made  with  a  monthly 
repayment  of  less  than  $20. 

Several  comments  state  that  the 
varying  interest  rate  should  be 
applicable  only  to  multifamily  and 
nonresidential  loans.  HUD  has 
determined,  because  of  the  greater 
number  of  factors  involved  in 
multifamily  and  nonresidential  lending, 
to  maintain  the  3  percent  interest  rate, 
but  to  encourage  the  use  of  loans  to 
leverage  conventional  financing.  Others 
suggested  that  all  persons  falling  within 
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95  percent  of  the  median  income  should 
receive  loans  at  the  3  percent  rate  and 
that  persons  above  95  percent  of  the 
median  income  should  receive  loans  at  a 
higher  rate  based  on  the  applicant’s 
ability  to  repay. 

For  simplicity  in  varying  interest 
rates,  the  range  of  interest  rates 
proposed  at  §  510.34  are  to  be  applied 
according  to  the  type  of  property  and 
income  category  of  the  applicant.  For 
single-family  owner  occupied  properties, 
the  interest  rate  will  vary  from  3  percent 
if  the  borrower’s  adjusted  annual 
income  is  below  120  percent  of  the 
median  to  9  percent  if  the  borrower’s 
adjusted  annual  income  is  above  200 
percent  of  the  median  income  of  the 
area,  except  in  cases  where  the  use  of  a 
lower  rate,  not  less  than  6  percent,  is 
necessary  to  achieve  community 
development  objectives  and  is  justified 
by  the  LPA. 

For  multifamily  properties,  investor 
owned  single-family  properties,  mixed- 
use  properties  and  nonresidential 
properties,  the  interested  rate  will  be  3 
percent,  regardless  of  the  residents’  or 
borrowers’  incomes. 

6.  What  requirements  should  be  imposed 
to  avoid  or  minimize  displacement? 

Responses  to  this  question  and  those 
comments  received  in  response  to  the 
Relocation  Rules  for  the  Section  312 
Rehabilitation  Loan  Program  Interim 
Rule  published  on  August  13, 1979,  in 
Federal  Register  Vol.  44,  No.  157,  are 
discussed  and  summarized  in  the 
preamble  to  the  Final  Rule  published 
elsewhere  in  the  Federal  Register  on  this 
date. 

Summary  of  Proposed  Rule 

The  Section  312  Loan  Program  has 
evolved  in  its  15  years  of  operation  in  an 
effort  to  be  more  responsive  to  changing 
economic,  social  and  community 
development  objectives.  The  program 
continues  to  be  a  below  market  interest 
rate  loan  program  for  the  rehabilitation 
of  residential,  nonresidential  and  mixed- 
use  property  primarily  for  the  benefit  of 
low-  and  moderate-income  persons  and 
the  revitalization  of  eligible  areas. 

In  order  to  highlight  the  central  issues, 
a  brief  analysis  of  the  regulation’s  major 
subparts — priorities,  eligibility 
requirements,  loan  terms  and  conditions, 
loan  processing  and  administration — 
follows: 

A.  Priorities.  Localities  shall 
administer  the  Section  312  loan  funds  so 
as  to  give  priority  to  applications  by 
low-  and  moderate-income  owner 
occupants,  including  cooperatives  and 
condominiums,  and  to  the  extent 
feasible  to: 


(1)  Minimize  the  displacement  of  low- 
and  moderate-income  persons: 

(2)  Improve  the  housing  of  low-  and 
moderate-income  persons: 

(3)  Conserve  neighborhoods  and 
improve  facilities  which  principally 
benefit  low-  and  moderate-income 
persons:  and 

(4)  Leverage  conventional  financing. 
Loans  which  do  not  meet  these 
objectives  may  be  made  to  meet  other 
housing  and  community  development 
objectives  of  h  locality  participating  in 
the  HUD  Community  Development 
Block  Grant  (CDBG)  Program. 

B.  Eligibility  Requirements.  Section 
312  loans  will  only  be  made  in  CDBG 
Neighborhood  Strategy  Areas  (NSAs)  or 
similar  designated  areas  in  localities 
receiving  CDBG  Small  Cities  grants;  in 
categorical  program  areas  under  the 
Urban  Renewal,  Neighborhood 
Development,  and  Code  Enforcement 
Programs:  in  Section  810  Urban 
Homesteading  areas;  and  to  support 
Urban  Development  Action  Grant 
(UDAG)  activities  in  NSAs.  Limiting  the 
making  of  loans  to  CDBG  NSAs  is  a 
major  change  in  current  policy. 

I^operties  eligible  for  improvement 
include  owner  occupied  and  investor 
owned  residential,  nonresidential  and 
mixed-use  real  property.  Applicants 
must  be  owners  of  the  real  property  to 
be  improved:  purchaser  occupants  of 
single-family  property  under  a  land 
sales  contract  or  similar  instrument:  or 
tenants  of  nonresidential  property. 

C.  Terms  and  Conditions.  'The  term  of 
a  Section  312  loan  may  not  exceed  20 
years  or  three  quarters  of  the  remaining 
economic  life  of  the  structure  after 
rehabilitation,  whichever  is  less. 
However,  the  shortest  term  possible  is 
encouraged  in  order  to  conserve  funds. 

Interest  rates  on  loans  for  single 
family  properties  are  varied  at  3.  6,  and 
9  percent  depending  on  the  income  of 
the  borrower.  Interest  rates  on  other 
loans  are  at  3  percent.  The  leveraging  of 
conventional  financing  is  encouraged  by 
HUD.  The  variable  interest  rate 
provisions,  following  Congressional 
mandate,  represent  a  major  policy 
change. 

-Costs  includable  in  the  loan  are 
primarily  directed  to  activities  which 
will  improve  a  property  to  meet  local 
code  or  property  rehabilitation 
standards.  Excessive  general  property 
improvements,  administrative  costs,  and 
development  fees  are  excluded.  Single¬ 
family  refinancing,  although  allowed,  is 
restricted  in  its  application  in  order  to 
provide  the  majority  of  loan  funds  for 
actual  rehabilitation  work  and  to 
applicants  below  95  percent  of  the 
median  income  for  the  area,  a  proposed 


regulatory  limit.  Multifamily  refinancing 
is  currently  not  permitted  although  it  is 
statutorily  permissible.  HUD  believes 
that  multifamily  reFinancing  merits 
further  study  prior  to  implementation. 

Activities  of  individuals  administering 
the  program  which  may  be  considered  a 
conflict  of  interest  shall  be  prohibited. 

Equal  Opportunity:  Truth-in-Lending: 
Labor  Standards;  Environmental 
Quality;  Energy  Conservation:  and 
Freedom  of  Information  and  Privacy  Act 
requirements  shall  be  implemented. 

Displacement  shall  be  minimized  and 
relocation  benefits  shall  be  paid  to 
eligible  tenants,  which  may  include 
Section  8  rental  assistance. 

D.  Loan  Processing  and 
Administration.  Localities  participating 
in  the  program  are  responsible  for 
performing  most  loan  processing 
activities,  as  prescribed  in  these 
regulations.  Local  Approval  Authority  is 
recommended  for  most  jurisdictions 
which  have  the  administrative  capacity, 
expecially  those  which  have  committed 
$200,000  or  more  annually  in  general  use 
and/or  homesteading  funds  over  the 
past  2  years.  Risk-sharing  may  be 
required  for  local  approval  of 
multifamily  projects. 

The  LPA  shall  conduct  property 
appraisals;  verify  the  applicant’s 
financial  standing;  determine  the  scope 
of  work  and  cost  estimates:  obtain 
contractor’s  bids,  and  assist  in 
contractor  selection  and  approval.  The 
LPA  shall  also  ensure  that  eligibility 
requirements  are  met  and  the  loan  is  an 
acceptable  risk. 

Loans  shall  be  settled  and  funds 
disbursed  after  inspection  and 
assurance  that  adequate  work  has  been 
completed.  Funds  may  be  drawn  down 
in  a  lump-sum  and  escrowed  until 
contractor  payment,  or  for  projects  over 
$60,000  or  those  to  be  in  construction 
over  4  months,  segmented  draw  downs 
from  the  United  States  Treasury  are 
required.  Supplemental  funds  are 
required  if  the  loan  amount  is 
insufficient  to  bring  the  property  up  to 
code  standards.  A  5  percent  (10  percent 
for  multifamily  and  15  percent  on  self- 
help]  loan  contingency  factor  is 
permitted  in  the  loan  amount  and  a  20, 

15,  or  5  percent  holdback  on  progress 
payments  is  permitted,  based  upon  Area 
Office  judgment.  Both  the  increased 
contingency  amounts  and  the  reduction 
in  progress  payment  holdback  are  new 
features  of  the  program. 

Self-help  and  sweat-equity  may  be 
used  in  the  program  but  require  a 
special  agreement  with  the  LPA.  The 
Subpart  G,  Loan  Servicing,  is  omitted 
from  the  proposed  rule  because  the 
responsibility  for  loan  servicing  has  only 
recently  been  transferred  to  the  Office 
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of  Urban  Rehabilitation  and  Community 
Reinvestment,  Conununity  Planning  and 
Development.  This  Subpart  is  currently 
being  developed  and  will  be  published 
shortly. 

Multifamily  projects  may  not  exceed 
100  units  except  on  special  approval  of 
the  Area  Office  to  meet  revitalization  or 
low-  and  moderate-income  needs.  A  rent 
regulatory  agreement  will  be  required  on 
multifamily  and  single-family  investor- 
owned  properties  to  limit  displacement 
and  prevent  excessive  investor  profit. 

The  LPA  shall  administer  the  program 
properly  according  to  these  regulations 
and  keep  appropriate  records.  HUD  will 
inspect  and  monitor  the  LPA’s 
administration  and  may  impose 
sanctions  for  serious  violations  of 
Federal  requirements,  as  necessary. 
Other  Information:  The  Department  has 
determined  that  an  environmental 
impact  statement  is  not  required  with 
this  Rule.  A  copy  of  the  Finding  of 
Inapplicability  is  available  for 
inspection  in  the  Ofhce  of  the  Rules 
Docket  Clerk  at  the  address  provided 
above. 

This  rule  is  listed  as  CPD-24-78  in  the 
Department’s  semi-annual  agenda  of 
significant  rules,  published  pursuant  to 
Executive  Order  12044. 

Accordingly,  it  is  proposed  to  revise 
24  CFR  Part  510  as  follows: 

PART  510— SECTION  312 
REHABILITATION  LOAN  PROGRAM 
REGULATIONS 
Subpart  A— General 

Sec. 

510.1  Scope  of  regulations. 

510.2  Purpose  of  Program. 

510.4  Definitions. 

510.6  Funding  allocation  system. 

Subpart  B— Eligibility  requirements 

510.20  General. 

510.22  Eligible  areas. 

510.24  Eligible  properties. 

510.26  Eligible  applicants. 

Subpart  C— Basic  loan  terms  and 
conditions. 

510.30  General. 

510.32  Term  of  loan. 

510.34  Interest  rates. 

510.36  Maximum  loan  amount. 

510.38  Costs  includable  in  the  loan. 

510.39  Costs  not  includable  in  a  loan. 

510.40  Refinancing. 

510.42  Note  and  security  instrument. 

510.44  Title  evidence. 

510.46  Standard  terms  and  conditions. 

Subpart  D— Other  Federal  requirements 

510.50  Program  administration. 

510.52  Relocation  displacement. 

Subpart  E— Loan  processing  and 
administration 

510.70  General. 

510.72  Local  approval  authority. 


Sec. 

510.74  Property  appraisal. 

510.76  Financial  verifications. 

510.78  Rehabilitation  contract  development. 
510.80  Self-help  sweat  equity. 

510.82  Loan  Approval:  Required 
determinations. 

510.84  Loan  settlement. 

510.86  Management  of  rehabilitation  escrow 
account. 

510.88  Inspection  monitoring  and  progress 
payments. 

Subpart  F— Special  Requirements 
Applicable  on  Multifamily  Loans,  Mixed  Use 
Properties  With  More  than  Fine  Units,  and 
Single  Family  Investor  Owned  Properties. 

Sec. 

510.100  General. 

510.102  Rent  regulatory  agreement. 

Subpart  G— Loan  Servicing 
510.120  General  [Reserved] 

Subpart  H— Performance  Evaluation  and 
Recordkeeping 

510.150  Records  and  reporting  requirements. 
510.154  Performance  evaluation. 

510.156  Corrective  and  remedial  actions. 

Authority:  Sec.  312,  United  States  Housing 
Act  of  1964  (42  U.S.C.  1452b).  and  Sec.  7(d). 
Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d)) 

Subpart  A— General 

§  510.1  Scope  of  regulations. 

(a)  Applicability.  The  policies  and 
procedures  in  this  part  are  applicable  to 
the  making  of  rehabilitation  loans 
authorized  by  Section  312  of  the 
Housing  Act  of  1964,  as  amended.  They 
include,  but  are  not  limited  to: 

(1)  Program  policies  and  objectives: 

(2)  Eligible  program  areas  and  within 
the  areas,  eligible  applicants  for 
rehabilitation  loans; 

(3)  Loan  terms  and  conditions; 

(4)  Costs  includable  in  the  loans; 

(5)  Criteria  for  refinancing  housing 
related  indebtedness  with  rehabilitation 
loans; 

(6)  Loan  approval  criteria  and 
definition  of  acceptable  risk: 

(7)  Procedures  required  prior  to  and 
after  loan  settlement; 

(8)  Loan  servicing; 

(9)  Special  procedures  for  processing 
multifamily  rehabilitation  loans  under 
Section  312;  and 

(10)  Records,  reporting,  performance 
evaluation,  and  corrective  and  remedial 
provisions. 

(b)  Waiver.  The  Secretary  may  waive 
any  provision  of  this  part  with  respect  to 
any  specifically  identified  Section  312 
loan.  Provided,  That  the  provision 
waived  is  not  required  by  statute, 
judicial  decision,  executive  order,  or  a 
regulation  which  may  not  be  waived  by 
the  Secretary.  Any  such  waiver  may  be 
granted  if  the  Secretary  finds  that  the 
provision  to  be  waived  would,  if  a])plied 


to  the  loan  in  question,  adversely  affect 
the  achievement  of  the  purposes  of 
Section  312  of  the  Housing  Act  of  1964, 
as  amended. 

§  510.2  Purpose  of  program. 

(a)  Purpose.  The  purpose  of  the 
Section  312  Rehabilitation  Loan  Program 
is  to  provide  low  interest  loan  funds  to 
owners  and  eligible  tenants  of  property 
to  finance  the  rehabilitation  of  such 
property.  The  loans  will  generally  be 
made  in  conjunction  with  other 
rehabilitation  activity,  and  only  in  areas 
designated  by  the  locality  to  receive 
concentrated  public  investment.  The 
investment  should  be  expected  to  result 
in  the  successful  achievement  of  local 
community  development  objectives 
within  a  reasonable  period  of  time. 

These  objectives  may  include  the 
elimination  of  slums  and  blight; 
conservation  or  renewal  of  areas;  and 
the  improvement  of  the  living  conditions 
of  persons  principally  of  low-  and 
moderate-income  by  providing  decent, 
safe,  and  sanitary  housing. 

(b)  Priorities.  In  processing  and 
recommending  or  approving  loans  under 
this  part,  localities  shall  give  priority,  as 
required  by  Section  312(a)  of  the 
Housing  Act  of  1964  to  applications  of 
low-  and  moderate-income  persons  who 
own  the  property  to  be  rehabilitated  and 
who  will  occupy  such  property  upon 
completion  of  the  rehabilitation, 
including  applications  by  condominiums 
and  cooperatives  in  which  the  residents 
are  principally  of  low-  moderate-income. 
In  addition,  localities  shall  administer  to 
the  extent  feasible  the  Section  312  Loan 
Program  so  as  to: 

(1)  Minimize  the  displacement  of  low- 
and  moderate-income  persons; 

(2)  Improve  the  housing  of  low-  and 
moderate-income  persons; 

(3)  Revitalize  or  conserve  low-  and 
moderate-income  neighborhoods,  as 
defined  in  24  CFR  570.302(d)(2)(i):  and 

(4)  Leverage  conventional  financing. 
Loans  which  do  not  meet  the  foregoing 
priorities  may  be  made  when  necessary 
to  meet  other  community  development 
objectives  of  the  locality  as  described  in 
their  community  development  and 
housing  plan  under  24  CFR  570.304. 

§  510.4  Definitions. 

(a)  “Applicant"  means  the  individual, 
group,  corporation  or  partnership  which 
meets  the  eligibility  requirements  of 
Subpart  B,  and  makes  an  application  for 
a  Section  312  loan. 

(b)  “Approving  Officer"  means  the 
authorized  HUD  official,  or  the 
individual  designated  by  the  Chief 
Executive  Officer  of  a  locality  operating 
a  Section  312  Rehabilitation  Loan 
Program  and  having  local  approving 
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authority,  who  approves  or  disapproves 
rehabilitation  loans. 

(c)  “Borrower"  means  the  individual, 
group,  corporation  or  partnership  which 
has  an  application  approved  for  a 
Section  313  rehabilitation  loan. 

(d)  “Chief  Executive  Officer"  means 
the  elected  official,  or  legally  designated 
official,  who  has  the  primary 
responsibility  for  the  conduct  of  the 
locality’s  Governmental  affairs. 

(e)  “Community  Development 
Program"  means  the  program  conducted 
by  the  locality  under  the  provisions  of  24 
CFR  Part  570. 

(f)  “Conventional Financing"  means 
rehabilitation  loan  funds  which  are 
borrowed  from  private  non¬ 
governmental  financial  institutions;  the 
term  does  not  include  any  Federal,  State 
or  local  government  assisted 
rehabilitation  financing  except 
insurance  programs  such  as  FHA 
insurance  programs  and  loan  guarantee 
programs  which  guarantee  all  or  a 
portion  of  the  private  loan. 

(g)  “Dwelling  Unit"  means  a 
residential  space  which  qualifies  under 
the  laws  of  the  State  or  locality  as  a 
place  of  permanent  habitation  or  abode 
for  one  or  more  families  or  individuals, 
such  as  an  apartment  or  house,  which 
contains  a  living  room,  kitchen  area, 
bathroom(s)  and  bedroom(s).  However, 
a  dwelling  unit  in  a  congregate  housing 
facility  need  not  contain  a  kitchen  area 
if  dining  facilities  are  available  within 
the  building  or  housing  complex,  and  a 
0-bedroom  unit  may  have  a  combined 
living/bedroom  area. 

(h)  “General  Property  Improvements  ” 
(CPIs)  means  rehabilitation  work  to 
improve  the  condition  of  the  property 
beyond  the  property  rehabilitation 
standards,  including  those  repairs  which 
will  put  the  property  in  a  generally  good 
and  readily  maintainable  condition, 
with  the  necessary  equipment  in 
working  order. 

(i)  “HUD"  means  the  U.S.  Department 
of  Housing  and  Urban  Development. 

(j)  “Investor-Owned  Property"  means 
a  property  which  is  residential, 
nonresidential,  or  mixed-use  and  which 
is  not  occupied  by  the  owner:  or  a 
residential  property  with  five  or  more 
dwelling  units  whether  or  not  occupied 
by  the  owner. 

(k)  “Leveraging"  means  securing 
conventional  financing  to  supplement  a 
Section  312  loan  on  a  specific  property. 

(l)  “Locality"  means  the  unit  of 
general  local  government,  as  described 
in  24  CFR  Part  570  Subpart  A.  • 

(m)  “Local  Processing  Agency"  (LPA) 
means  the  agency  designated  by  the 
chief  executive  officer  of  the  locality  to 
operate  the  Section  312  Rehabilitation 
Loan  Program  for  the  locality.  It  may  be 


part  of  the  locality’s  Governmental 
structure,  or  a  private  or  non-profit 
agency  designated  by  the  locality  for 
this  purpose. 

(nj  “Low- and  Moderate-Income" 
means  (1)  Person,  with  respect  to 
borrowers,  gross  income  which  does  not 
exceed  95  percent  of  the  median  income 
for  the  area  as  adjusted  for  family  size. 
(In  determining  income  eligibility  of 
individual  borrowers,  the  LPA  may  use 
the  income  limits  published  by  HUD 
under  Section  235  of  the  Housing  and 
Urban  Development  Act  of  1968);  (2) 
Area,  with  respect  to  Community 
Development  Block  Grant  eligible  areas, 
income  which  does  not  exceed  80 
percent  of  the  median  income  for  the 
area  as  adjusted  for  family  size.  (In 
determining  income  eligibility  of  target 
areas.  HUD  will  use  the  definitions 
which  appear  at  24  CFR  570.3  (o)  and 
(P)). 

(o)  “Mixed-Use  Property"  means  real 
property  containing  a  combination  of 
residential  dwelling  units  with  some 
other  use,  such  as  commercial. 

(p)  “Multifamily  Property"  means  real 
property  devoted  solely  to  residential 
use  and  composed  of  five  or  more 
dwelling  units. 

(q)  “Nonresidential  Property"  means 
real  property  containing  no  dwelling 
units  as  defined  in  paragraph  (g)  of  this 
section. 

(r)  “Owner"  means  the  individual  or 
group  which  holds  valid  legal  title  to  the 
property  to  be  rehabilitated. 

(s)  “Owner-Occupied"  means  a 
residential  property  containing  one  to 
four  dwelling  units  where  the  owner 
lives  in  one  of  the  units  on  a  full-time 
basis. 

(t)  “Principally"  means  more  than  50 
percent  of  the  families  and  persons 
residing  in  a  structure  or  area,  when 
used  in  the  context  of  measuring  benefit 
for  low-  and  moderate-income  persons. 

(u)  "Process "means  the 
administrative  activities  undertaken  by 
HUD  and/or  the  LPA  to  assist  the 
applicant  in  applying  for  and  using  a 
Section  312  loan. 

(v)  “Property  Rehabilitation 
Standards"  (PRS)  means  the  State  or 
local  code  standards  and  any  other 
rehabilitation  requirements  established 
by  a  locality  in  a  HUD  approved  Urban 
Renewal  Plan  or  Community 
Development  and  Housing  Plan  for  the 
Section  312  target  area,  as  required  by 
§  510.24(b). 

(w)  “Rehabilitation  "  means  the  repair 
of  a  structure,  or  facilities  in  connection 
with  a  structure,  and  may  include  the 
provision  of  such  sanitary  or  other 
facilities  as  are  required  by  applicable 
codes  or  PRS. 


(x)  “Rehabilitation  Management 
Specialist"  means  the  staff  person 
managing  the  Section  312  Loan  Program, 
who  may  act  as  the  Approving  Officer 
for  the  HUD  Area  Office. 

(y)  Section  312  Rehabilitation  Loan 
Program  "  means  the  program  described 
in  this  regulation  as  authorized  under 
Section  312  of  the  Housing  Act  of  1964, 
as  amended.  It  is  also  variously  called 
the  Section  312  Loan  Program,  the 
rehabilitation  loan  program,  or  just  the 
loan  program  throughout  this  regulation. 

(z)  “Secretary"  means  the  Secretary  of 
the  Department  of  Housing  and  Urban 
Development  or  his/her  designee. 

(aa)  “Self-Help/Sweat  Equity"  means 
the  undertaking  of  all  or  part  of  the 
actual  physical  rehabilitation  work  on  a 
property  by  the  owner  using  materials 
and  equipment  purchased  with  Section 
312  loan  funds. 

(bb)  “Single-Family  Property”  means 
property  devoted  solely  to  residential 
use  and  composed  of  one  to  four 
dwelling  units. 

(cc)  “Tenant"  means,  (1)  in  the  case  of 
nonresidential  property,  an  individual  or 
group  which  is  occupying  a  structure  or 
part  thereof  under  a  lease;  or,  (2)  in  the 
case  of  a  residential  property  a  family  or 
individual  which  is  occupying  a 
dwelling  unit  on  the  property,  other  than 
the  owner. 

(dd)  “Underwrite" means  the  positive 
finding  of  financial  viability  and 
approval  of  Section  312  loan  by  the 
signature  of  the  Approving  Officer  of  the 
locality  or  the  HUD  Rehabilitation 
Management  Specialist,  after  a  careful 
analysis  of  the  applicant’s  credit 
worthiness  and  certification  of 
adherence  to  program  requirements. 

(ee)  “Work  Write-Up" means  the 
itemization  of  all  rehabilitation  work  to 
be  done  on  a  property,  including  such 
directions  and  specifications  for 
workmanship  and  materials  as  may  be 
necessary  for  the  job  to  be  bid  and 
constructed  properly. 

§  510.6  Funding  allocation  system. 

(a)  A  formal  funding  allocation  system 
shall  be  used  to  distribute  Section  312 
funds  which  will  meet  the  objectives  of: 

(1)  Permitting  an  equitable 
distribution  of  funds  among  localities; 

(2)  Allowing  a  reasonable  degree  of 
certainty  of  funding  within  the  program 
year  so  localities  can  better  project  fund 
use  and  better  determine  appropriate 
staff  levels;  and 

(3)  Providing  incentives  for  efficient 
local  Section  312  Program  management. 

(b)  The  funding  allocation  system  for 
distributing  Section  312  funds  to 
localities  shall  be  based  on  such  factors 
as  a  measure  of  community 
development  and  housing  need,  a 
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measure  of  priority  for  rehabilitation, 
and  a  measure  of  priority  for 
rehabilitation,  and  a  measure  of 
capacity  to  use  Section  312  loan  funds. 
This  three-part  formula  is  further 
adjusted  by  other  factors  such  as  a 
locality’s  level  of  loan  delinquency,  its 
adherence  to  the  priority  for  funding 
applications  from  low-  and  moderate- 
income  people,  and  the  quality  and 
efficiency  of  management  in  the 
rehabilitation  loan  program. 

Subpart  B— Eligibility  Requirements 

§  510.20  General. 

This  Subpart  describes  the 
requirements,  policies  and  procedures 
governing  the  eligibility  to  apply  for  a 
rehabilitation  loan  under  Section  312  of 
the  Housing  Act  of  1964,  as  amended.  In 
general,  these  eligibility  requirements 
relate  to  the  individual,  group, 
corporation  or  partnership  applying  for 
the  loan;  the  real  property  to  be 
improved:  and  the  area  in  which  the 
property  is  located.  An  application  shall 
not  be  processed  by  the  LPA  unless  the 
LPA  preliminarily  determines  that  the 
loan  will  meet  the  eligibility 
requirements  of  this  subpart:  however, 
eligibility  under  this  Subpart  does  not 
assure  a  loan  will  be  approved. 

§  510.22  Eligible  areas. 

(a)  Areas.  No  Section  312  loan  shall 
be  approved  or  made  unless  the 
property  is  located  within  one  of  the 
following  areas: 

(1)  Community  Development  Block 
Grant  (CDBG)  Program  Area,  (i)  For 
localities  receiving  CDBG  Entitlement 
Grants  or  Small  Cities  Multi-Year 
Comprehensive  Discretionary  Grants, 
the  eligible  Section  312  areas  shall  be 
Neighborhood  Strategy  Areas  (NSAs) 
identified  irt  the  locality’s  3-year 
Community  Development  and  Housing 
Plan  pursuant  to  24  CFR  570.304.  As 
required  by  24  CFR  570.301(c)(1)  and 
570.304(b)(i)(l),  these  areas  shall  be  the 
target  of  assistance  for  a  concentration 
of  physical  improvement,  public 
facilities  and  services,  and  property 
rehabilitation  activities  sufficient  to 
produce  substantial  long  term 
improvements  in  the  area  within  a 
reasonable  period  of  time.  While 
rehabilitation  loan  activity  must  be  in  an 
NSA  area,  a  locality  may  further  target  a 
smaller  area  within  the  NSA  for 
concentrated  treatment.  NSAs  will 
remain  eligible  for  Section  312  loans 
during  the  1-year  period  following  the 
completion  of  CDBG  assisted  physical 
development  activities  (as  defined  in  24 
CFR  570.201(e)(1))  unless  the  Area 
Manager,  in  consultation  with  the 
locality,  determines  that  the 


rehabilitation  goals  for  tlie  NSA  have 
been  substantially  carried  out  prior  to 
that  time. 

(ii)  For  localities  receiving  CDBG 
Small  Cities  One-Time  Comprehensive 
or  Single-Purpose  Discretionary  Grants, 
the  designated  areas  shall  have  property 
rehabilitation  and  coordinated 
supporting  activities  similar  to  those 
described  in  paragraph  (a)(l](i)  of  this 
section.  However,  these  areas  may  be 
smaller  and  have  fewer  activities  due  to 
the  more  limited  funding.  These  areas 
will  remain  eligible  for  Section  312  loans 
for  a  1-year  period  following  the  end  of 
the  program  year  in  which  the  locality’s 
CDBG  funds  were  received,  provided 
that  the  administrative  capacity  to 
operate  the  rehabilitation  effort  is 
maintained  by  the  locality,  in  the 
judgment  of  the  Area  Manager. 

(2)  Categorical  Program  Areas.  Loans 
may  be  approved  in  the  following 
categorical  program  areas  provided  they 
are  necessary  to  carry  out  the  original 
objectives  of  the  project  or  to  enable  the 
project  to  be  financially  settled.  No 
loans  may  be  approved  after  a  period  of 
one  calendar  year  from  financial 
settlement  of  a  categorical  project 
unless  the  area  is  designated  as  an  NSA 
or  the  loan  is  necessary  to  meet  express 
post-settlement  activity  conditions  of 
the  financial  settlement.  Eligible 
categorical  program  areas  may  include: 

(i)  Urban  Renewal  Projects  approved 
under  Part  A  of  Title  I  of  the  Housing 
Act  of  1949. 

(ii)  Neighborhood  Development 
Project  (NDPs)  approved  under  Part  B  of 
Title  I  of  the  Housing  Act  of  1949. 

(iii)  Concentrated  Code  Enforcement 
program  areas,  approved  under  Section 
117  of  the  Housing  Act  of  1949,  as 
amended, 

(3)  Section  810  Urban  Homesteading 
Areas.  Section  312  rehabilitation  loans 
may  be  approved  in  Urban 
Homesteading  Areas  approved  under 
Section  810  of  the  Housing  and 
Community  Development  Act  of  1974.  as 
amended.  These  loans  may  be  for 
'homesteading  properties  and  for  other 
properties  in  the  homesteading  area  in 
order  to  support  the  overall  upgrading  of 
the  neighborhood. 

(4)  Urban  Development  Action  Grant 
(UDAG)  Areas'.  Section  312 
rehabilitation  loans  may  be  approved  to 
support  UDAG  projects,  but  only  if  the 
UDAG  target  area  is  also  an  NSA  and 
designated  in  the  locality's  3-year 
Community  Development  and  Housing 
Plan  under  24  CFR  570.304,  and 
conforms  to  the  rehabilitation  and 
supporting  improvement  requirements  of 
§  510.22(a)(l)(i). 

(b)  Exceptions.  The  Secretary  may 
authorize  the  approval  of  a  Section  312 


Loan  on  a  property  not  located  in  one  of 
the  eligible  areas  described  in  paragraph 

(а)  of  this  section,  if  it  is  determined, 
upon  the  recommendation  of  the 
Approving  Officer,  that  the  loan  is 
necessary  or  appropriate  to  the 
execution  of  the  locality’s  approved 
Community  Development  Program. 

§  510.24  Eligible  properties. 

(a)  Condition  Prior  to  Rehabilitation. 
To  be  eligible  for  Section  312  assisted 
rehabilitation,  a  property  must  be  in 
such  condition  prior  to  rehabilitation 
that  repairs  or  improvements  are 
required  in  order  for  the  property  to 
meet  the  applicable  property 
rehabilitation  standards  for  the  area. 

(b)  Property  Rehobilitation  Standards. 
These  standards  will  be  State  or  local 
code  standards  and  any  other 
rehabilitation  requirements  established 
by  a  locality.  In  cases  where  local 
codes,  by  reference  to  new  construction 
codes,  would  require  unfeasible  or 
unrealistic  work  items  not  related  to 
basic  safety  or  health  needs,  the  Section 
312  loan  will  not  require  the  meeting  of 
such  items  as  a  condition  for  the  loan. 
Where  local  housing  codes  do  not  exist 
the  property  after  rehabilitation  shall 
meet  standards  that  approximate  but 
are  no  more  costly  than  those  for 
housing  rehabilitation  established  by 
HUD  such  as  those  standards  cited  in 
the  Minumum  Design  Standards  for 
Rehabilitation  for  Residential  Properties, 
HUD  Handbook  4940.4,  but  in  no  case 
shall  be  lower  than  the  Housing  Quality 
Standards  of  the  Moderate 
Rehabilitation  Program  pursuant  to  24 
CFR  Part  882.405. 

(c)  Types  of  Eligible  Properties. 

Eligible  properties  include  real  property 
which  is: 

(1)  Owner-occupied  single-family 
residential; 

(2)  Investor  owned  single-family 
residential; 

('3)  Investor  owned  multifamily 
residential  containing  5  to  99  dwelling 
units; 

(4)  A  condominium  or  cooperative 
(single-  and  multifamily  residential  up  to 
99  units): 

(5)  Nonresidential  where 
rehabilitation  is  required  as  part  of  the 
locality’s  community  or  economic 
development  strategy  under  24  CFR 
570.304(b)(l)(3),  with  primary  emphasis 
is  placed  on  neighborhood  scale 
commercial  properties: 

(б)  Mixed-use  (residential  and  non¬ 
residential)  where  rehabilitation  is 
required  as  part  of  the  locality’s 
communication  development,  housing  or 
economic  development  strategy  under 
24  CFR  570.304(b)(l)(2)(3). 
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(d)  Exceptions.  A  section  312  loan 
shall  not  be  approved  on  a  property  • 
which  also  is  or  will  be  assisted  under 
the  Section  8  Substantial  or  Moderate 
Rehabilitation  Programs  (24  CFR,  Part 
881  and  882]  unless  specifically 
authorized  by  the  Secretary.  Loans  on 
multifamily  properties  of  100  or  more 
units  may  be  authorized  by  the  Area 
Manager,  pursuant  to  §  510.100 

§  510.26  Eligible  applicants. 

(a)  Eligibility  Criteria.  To  be  eligible 
for  and  to  receive  a  Section  312 
rehabilitation  loan,  an  applicant  shall 
qualify,  except  as  noted  in  §  510.46(m} 
under  one  of  the  following  criteria: 

(1)  The  applicant  is  the  owner  of  a 
single-family  or  multifamily  residential 
property  as  described  in  §  510.24. 

(2)  The  applicant  is  the  purchaser- 
occupant  of  a  single-family  property 
under  an  installment  land  sales  contract 
for  the  acquisition  of  title  to  the 
property:  Provided,  That  the  conditions 
under  either  paragraph  (a)(2](i)  or  (ii)  of 
this  section  are  met: 

(i)  The  loan  amount  does  not  exceed 
$3,500,  and 

(A)  The  contract  is  a  written  legal 
instrument; 

(B)  The  seller  of  the  property  holds  fee 
simple  title  to  the  property  and  is  legally 
unable  to  sell  the  property  or  use  it  for 
collateral  during  the  term  of  the 
contract,  except  to  provide  security  for 
the  Section  312  loan; 

(C)  The  seller  and  any  subsequent 
holder  of  the  title  to  the  property  are 
obligated,  without  qualification,  to 
convey  to  the  purchaser  fee  simple  title 
and  a  deed  to  the  property  upon 
satisfaction  of  the  contract  terms; 

(D)  Under  the  terms  of  the  contract, 
the  purchaser  has  full  use,  possession, 
and  quiet  enjoyment  of  the  property; 
equitable  title  to  the  property;  and  full 
rights  of  redemption  for  a  period  of  not 
less  than  90  days,  unless  equivalent 
redemption  rights  are  afforded  by  State 
or  local  law  to  purchasers  under  an 
installment  land  sales  contract;  and 

(E)  Approval  of  the  Section  312  loan  to 
the  installment  land  sales  contract 
purchaser-occupant  is  not  granted  until 
the  LPA  has  obtained  a  copy  of  the  land 
sales  contract  and  a  written  legal 
opinion  by  LPA  counsel  that  all  of  the 
aforementioned  conditions  are  satisfied. 

(ii]  Without  regard  to  the  loan  amount, 

(A]  The  contract  is  a  written  legal 
instrument  under  which  the  purchaser- 
occupant  has  full  use,  possession,  and 
quiet  enjoyment  of  the  property  and 
equitable  title  to  the  property; 

(B]  The  owner  of  the  property 
executes  a  mortgage  or  deed  of  trust 
securing  the  Section  312  loan;  and 


(C]  An  opinion  of  LPA  Counsel  is 
obtained  at  loan  settlement  that 
conditions  in  paragraphs  (a](2](ii]  (A] 
and  (B]  of  this  section  have  been  met. 
Approvals  of  loans  to  installment  land 
sales  contract  purchaser-occupants 
under  this  paragraph  (a](2](ii]  are 
subject  to  the  condition  of  compliance 
with  these  conditions  at  loan  settlement. 

(3]  Tenant  of  Nonresidential  Property. 
Applicant  is  a  tenant  of  nonresidential 
property  or  on  the  nonresidential 
portion  of  a  mixed-use  property  (where 
the  rehabilitation  work  relates  solely  to 
applicant’s  leased  premises]  tinder  a 
lease  having  a  remaining  term  at  least 
equal  to  the  term  of  the  section  312  loan. 
In  addition,  the  owner  of  the  property 
shall  execute  a  mortgage  or  deed  of  trust 
securing  the  Section  312  loan  and  an 
opinion  of  LPA  counsel  shall  be 
obtained  at  loan  settlement  that  this 
condition  has  been  met.  Approvals  of 
loans  to  nonresidential  tenants  under 
this  paragraph  (a](3]  are  subject  to  the 
condition  of  compliance  with  the 
preceding  sentence  at  loan  settlement. 

(4]  Cooperative  or  Condominium 
Association.  For  loans  to  rehabilitate 
existing  residential  cooperative  or 
condominum  projects,  the  applicant 
shall  be  the  governing  body  of  the 
project's  cooperative  or  condominium 
association.  The  application  shall 
include  an  opinion,  acceptable  to  LPA 
counsel  and  to  the  Approving  Officer,  of 
a  qualified  attomey-at-law  that  the 
governing  body  is  authorized  by  State 
and  local  law  and  the  organizational 
documents  of  the  cooperative  or 
condominium  to  act  in  accordance  with 
the  applicStion  and  to  agree  to  the  terms 
and  conditions  of  the  loan,  including 
furnishing  security  as  described  in 

§  510.42. 

Subpart  C— Basic  Loan  Terms  and 
Conditions 

§  510.30  General. 

The  purpose  of  this  subpart  is  to 
provide  the  basic  terms  and  conditions 
applicable  to  Section  312  rehabilitation 
loans. 

§  510.32  Term  of  loan. 

(a]  Maximum  Term.  The  term  of  a 
rehabilitation  loan  shall  not  exceed  20 
years,  or  three-fourths  of  the  remaining 
estimated  economic  life  of  the  structure 
after  rehabilitation,  whichever  is  less.  A 
loan  to  a  tenant  (in  a  nonresidential  or 
mixed-use  property]  may  not  extend 
beyond  the  unexpired  term  of  the  lease, 
excluding  any  options  to  extend  the 
term  of  the  lease  that  have  not  .been 
exercised  prior  to  loan  approval. 

(b]  Minimum  Term.  All  Section  312 
loans  shall  be  made  with  the  shortest 


reasonable  term  consistent  with  the 
borrower’s  ability  to  pay  and  the 
maintenance  of  an  acceptable  risk,  as 
determined  pursuant  to  5  510.82, 

§  510.34  Interest  rates. 

(a]  Interest  rates  shall  be  applied 
according  to  the  following  property  and 
income  categories.  However,  localities 
shall  adhere  to  the  priorities  in  §  510.2 

(b]  Types  of  property. — [\)  For  single 
family  owner-occupied  properties,  the 
interest  rates  shall  be: 

(1] ,  3  percent  if  the  borrower’s  adjusted 
annual  family  income  is  below  120 
percent  of  the  median  income  for  the 
area; 

(ii]  6  percent  if  the  borrower’s 
adjusted  annual  family  income  is  below 
200  percent  but  at/or  above  120  percent 
of  the  median  income  of  the  area; 

(iii]  9  percent  if  the  borrower’s 
adjusted  annual  family  income  is  at/or 
above  200  percent  of  the  median  income 
of  the  area;  except  in  cases  where  the 
use  of  a  lower  rate,  not  less  than  6 
percent,  is  necessary  to  achieve 
community  development  objectives  and 
is  so  documented  by  the  LPA  in  the  case 
file; 

(iv]  3  percent,  regardless  of  the 
borrower’s  income,  if  the  loan  will  be 
used  to  leverage  conventional  financing 
and  at  least  50  percent  of  the  total 
rehabilitation  cost  is  covered  by  the 
conventional  loan.  If  less  than  50 
percent  of  the  total  rehabilitation  cost  is 
conventionally  financed,  then  the 
Section  312  loan  interest  rate  will  be  3,  6 
or  9  percent  depending  on  the 
borrower’s  income  as  above. 

(2]  For  multifamily  properties, 
investor  owned  single-family  properties, 
mixed-use  properties,  and 
nonresidential  properties,  the  interest 
rates  shall  be  3  percent,  regardless  of 
the  borrowers’  or  residents’  incomes. 

The  use  of  the  loan  to  leverage 
conventional  financing  is  encouraged. 

(c]  Maximum  Interest  Rate. 
Notwithstanding  any  other  provision  of 
this  Part,  the  interest  rate  for  a  Sectioin 
312  loan  shall  not  exceed  the  average 
current  market  yield  on  outstanding 
marketable  securities  of  the  United 
States  with  remaining  periods  of 
maturity  comparable  to  the  terms  of 
loans  made  pursuant  to  Section  312, 
adjusted  to  the  nearest  one-eighth  of  one 
per  centum.  The  Secretary  will 
determine  when  such  maximum 
permissible  interest  rate  for  Section  312 
loans  necessitates  reduction  of  any  of 
the  interest  rates  prescribed  in  this 
Section  and  will  issue  instructions  at 
that  time  to  localities  participating  in  the 
Section  312  Loan  Program. 
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§  510.36  Maximum  loan  amount 

(a)  Residential.  (1)  The  maximum  loan 
amount  for  a  Section  312  rehabilitation 
loan  on  a  single-family  or  multifamily 
property  shall  not  exceed  the  lesser  of: 

(i)  $27,000  per  dwelling  unit;  or 

(ii)  the  total  cost  of  rehabilitation 
(plus  the  cost  of  refinancing  as  defined 
in  Section  510.40  of  this  Part  if 
applicable):  or 

(iii)  an  amount,  which  when  added  to 
the  outstanding  indebtedness  related  to 
the  property,  creates  a  total 
indebt^ness  which  does  not  exceed  97 
percent  of  the  sum  of  the  as-is  value  of 
the  property  and  the  actual  cost  of 
rehabilitation. 

(b)  Nonresidential.  (1)  The  maximum 
loan  amount  for  a  Section  312 
rehabilitation  loan  on  a  nonresidential 
property  shall  not  exceed  the  lesser  of: 

(i)  $100,00:  or 

(ii)  the  total  cost  of  rehabilitation:  or 

(iii)  an  amount,  which  added  to  the 
outstanding  indebtedness  related  to  the 
property,  creates  a  total  indebtedness 
which  does  not  exceed  80  percent  of  the 
estimated  market  value  of  the  property 
after  rehabilitation. 

(c)  Mixed-Use.  In  the  case  of  a  Section 
312  loan  on  a  mixed-use  property,  the 
maximum  rehabilitation  loan  amount  is 
the  sum  of  the  loan  amounts,  up  to  their 
respective  maximum,  that  may  be  made 
separately  for  the  residential  and 
nonresidential  parts  of  the  property. 

(d)  Minimum  Loan.  Although  there  is 
no  minimum  loan  amount  requirement, 
administration  of  the  program  should  be 
cost  effective.  Very  small  loans  should 
be  carefully  considered  and  purdent 
professional  judgment  used  in 
determining  if  loan  servicing  and 
application  processing  costs  may  be 
excessive  in  relation  to  the  benefits 
provided  by  the  making  of  the  Section 
312  loan.  In  order  to  implement  cost 
effective  loan  processing,  no  loan  shall 
be  made  with  a  monthly  loan  repayment 
of  less  than  $20. 

§  510.38  Costs  includable  in  the  loan. 

The  costs  described  in  paragraph  (a) 
of  this  section  are  required  for  inclusion 
in  a  Section  312  rehabilitation  loan, 
while  the  remaining  costs,  paragraphs 

(b)  through  (p)  of  this  section  are 
eligible,  within  the  maximum  loan 
amounts  described  in  §  510.36. 

(a)  The  actual  cost  of  rehabilitation 
necessary  to  bring  the  property  up  to  the 
property  rehabilitation  standards 
applicable  to  the  eligible  area  in  which 
the  property  is  located,  such  as  meeting 
the  specific  objectives  of  the  Urban 
Renewal  Plan  if  the  property  is  located 
in  an  urban  renewal  project  area. 

(b)  The  cost  of  rehabilitation  to 
correct  or  remove  incipient  violations 


including  all  physical  conditions  of  the 
property  which,  if  not  repaired,  would 
deteriorate  into  actual  violations  of  local 
code  standards  or  PRS  within  2  years. 

(c)  The  cost  of  general  property 
improvements.  GPIs  shall  not  be  the 
major  focus  of  the  loan,  and  shall 
usually  be  less  than  40  percent  of  the 
cost  of  the  rehabilitation.  Moreover, 
they  man  be  included  only  if  the 
minimum  improvements  required  to 
meet  the  property  rehabilitation 
standards  are  statisfied  first. 

(d)  The  cost  of  rehabilitation  to 
comply  with  environmental  standards 
pursuant  to  §  510.50. 

(e)  The  cost  required  to  purchase  a 
relatively  small  parcel  of  adjacent  land 
in  order  to  bring  the  property  into 
conformance  with  local  requirements  for 
minimum  lot  size  and  dimensions. 

(f)  The  cost  of  rehabilitation  to 
convert  a  property  from  one  economic 
use  to  another,  including,  but  not  limited 
to,  increasing  or  decreasing  the  number 
of  units  in  the  property. 

(g)  The  cost  of  building  permits  and 
related  fees  required  to  carry  out  the 
proposed  rehabilitation  work. 

(h)  The  cost  of  architectural, 
engineering  or  related  professional 
services  required  in  the  preparation  of 
rehabilitation  plans  and  drawings 
beyond  those  services  normally  to  be 
provided  by  the  LPA.  These  costs  shall 
not,  as  a  general  rule,  exceed  10  percent 
of  the  total  rehabilitation  cost.  All 
includable  architectural,  engineering  or 
related  professional  services  must  be 
paid  by  the  borrower  if,  for  any  reason, 
the  loan  application  is  not  approved. 

(i)  The  cost  of  processing  and  settling 
the  loan  beyond  those  services  normally 
to  be  provided  by  the  LPA,  and  the  costs 
necessary  to  obtain  security  for  the  loan. 
These  costs  may  include  but  are  not 
limited  to: 

(1)  Fees  for  title  evidence  and 
reasonable  corrective  title  work  and 
other  related  legal  fees: 

(2)  Title  insurance,  if  necessitated  by 
unclear  title  history: 

(3)  Fees  for  recordation  and  filing  of 
legal  documents  related  to  the  loan: 

(4)  Current  accruals  for  the  mortgage 
servicer’s  escrow  account:  and 

(5)  Appraisal  fees  on  multifamily  and 
nonresidential  properties. 

(j)  The  cost  of  emergency  repairs  to 
protect  the  health  and  safety  of  the 
occupants  when  made  in  contemplation 
of  applying  for  a  loan  provided: 

(1)  The  loan  is  subsequently 
approved:  and 

(2)  The  repairs  are  otherwise  eligible 
for  inclusion  in  the  loan.  Should  the  loan 
not  be  approved  for  any  reason  the  costs 
shall  be  paid  by  the  borrower  from 
funds  other  than  Section  312  funds. 


(k)  The  cost  of  rehabilitation  to  meet 
cost  effective  energy  standards  as 
described  in  §  510.50. 

(l)  The  cost  of  interest  paid  on  a 
construction  loan  when  the  Section  312 
rehabilitation  loan  is  used  as  permanent 
financing. 

(m)  The  cost  of  liability  insurance 
during  the  construction  period  for 
borrowers  acting  as  their  own  general 
contractor,  where  applicable. 

(n)  A  contingency  reserve  not  to 
exceed  5  percent  of  the  cost  of 
rehabilitation  for  single  family  and 
mixed-use  loans  with  less  than  four 
units  and  10  percent  for  multifamily, 
nonresidential,  and  mixed-use  loans 
with  five  or  more  dwelling  units.  In 
addition,  the  contingencies  on  any  loan 
where  the  modified  loan  settlement 
procedure  will  be  utilized  may  be 
increased  up  to  an  additional  5  percent 
of  rehabilitation  costs  as  described  in 

§  510.84.  The  contingency  amount  for 
self-help/sweat  equity  projects  may  be 
increased  to  15  percent  as  described  in 
§  510.80(e). 

(o)  The  cost  of  refinancing  an  existing 
debt  secured  by  the  property  to  be 
rehabilitated,  provided  it  is  within  the 
prescribed  loan  limits,  and  the  property 
is  to  be  used  for  residential  purposes 
after  rehabilitation  (see  Section  510.40 
for  particular  refinancing  requirements). 

(p)  The  cost  of  accrued  interest,  taxes, 
and  insurance  payments  during 
construction  under  the  modified  loan 
settlement  procedures  described  in 

§  510.84  (c)  and  (d). 

§  510.39  Costs  not  includable  in  a  loan. 

The  cost  of  the  following  items  are  not 
eligible  to  be  financed  by  a  Section  312 
loan: 

(a)  The  costs  of  administering  the  loan 
program  by  the  locality.  Ineligible  costs 
include  any  type  of  application  fee, 
credit  report  fees,  inspection  fees,  and 
staff  or  administrative  overhead  costs: 

(b)  Work  so  extensive  as  to  be 
equivalent  to  new  construction  or 
reconstruction  of  the  property.  (This 
does  not  exclude  so-called  “gut” 
rehabilitation  of  a  property  if  necessary 
in  part  to  meet  local  property 
rehabilitation  standards.) 

(c)  Excessive  general  property 
improvements  which  are  inconsistent 
with  requirements  described  in  Section 
510;38. 

(d)  The  repair  or  construction  of 
swimming  pools,  but  not  the  cost  to  fill 
in  or  eliminate  them  from  the  property. 

(e)  Rental  marketing  costs. 

(f)  Development  fees,  excluding 
normal  profit  and  overhead  rates. 

(g)  The  cost  of  interest  accrued  on 
conventional  or  Government 


Federal  Register  /  Vol.  45.  No.  71  /  Thursday,  April  10,  1980  /  Proposed  Rules 


24817 


rehabilitation  loans  which  are  used  in 
tandem  with  Section  312  loans. 

(h)  Materials,  fixtures,  equipment,  or 
landscaping  of  a  type  or  quality  which 
substantially  exceeds  that  customarily 
used  in  the  locality  for  properties  of  the 
same  general  type  as  the  property  to  be 
rehabilitated. 

(i)  Fhirchase,  installation,  or  repair  of 
furnishings  or  trade  fixtures. 

(j)  Costs  of  acquiring  the  property  to 
be  rehabilitated,  except  as  stated  in 
§§  510.38(e)  and  510.40(b)(1). 

§  510.40  Refinancing. 

(a)  Includable  Costs.  In  accordance 
with  the  criteria  in  paragraph  (b)  of  this 
section,  a  Section  312  loan  may  be  used 
to  refinance  an  existing  debt  secured  by 
the  property  to  be  rehabilitated 
including: 

(1)  The  unpaid  principal  and  accrued 
interest  on  a  mortgage,  deed  of  trust, 
land  sales  contract,  or  similar 
instrument: 

(2)  Termination  fees,  prepayment 
penalties,  revenue  stamps,  or  taxes 
required  in  connection  with  the  transfer 
of  title:  and 

(3)  Refinancing  shall  only  be 
permitted  for  indebtedness  which  can  be 
documented  as  having  resulted  from 
hdbsing  related  items  such  as  a  home 
improvement  loan.  Indebtedness  from 
personal  liabilities,  bill  consolidations, 
business  ventures,  and  family  recreation 
is  not  generally  eligible  for  refinancing. 

(b)  Criteria.  Rehnancing  shall  be  used 
only  as  a  last  resort  when  the  additional 
costs  of  Community  Development 
rehabilitation  or  Section  312 
rehabilitation  assistance  results  in  a 
total  housing  expense  which  will  be 
unaffordable  by  the  borrower  and  the 
loan  is  considered  vital  to  the 
revitalization  of  the  neighborhood. 
Moreover,  refinancing  shall  be  used  only 
when  all  other  means  of  Hnancing  the 
needed  rehabilitation  have  proved 
infeasible,  including  direct  Action  312 
financing  without  refinancing. 
Community  Development  Block  Grant 
funded  rehabilitation  programs,  and 
other  public  or  private  financing.  The 
LPA  will  include  in  the  loan  file  the 
reasons  substantiating  the  use  of 
refinancing.  In  addition,  refinancing 
shall  only  be  allowed  when  the 
following  criteria  are  met: 

(1)  The  applicant  must  occupy  and 
have  valid  legal  title  to  the  property;  or 
the  purchaser-occupant  under  a  written 
land  sales  contract,  or  by  similar 
instrument,  as  described  in 

§  510.26(a)(2)(ii)(A)  which  has  been  in 
effect  for  at  least  180  days  prior  to 
application; 

(2)  The  applicant’s  monthly  principal 
and  interest  payments  for  the  Section 


312  loan,  any  supplementary 
rehabilitation  loan  and  the  monthly 
payments  on  existing  debt  secured  by 
the  property  result  in  total  monthly 
payments  for  principal  and  interest  that 
would  exceed  20  percent  oi  the 
applicant's  average  monthly  income: 

(3)  Applicant’s  income  must  not 
exceed  95  percent  of  the  median  income 
for  the  area; 

(4)  The  property  must  be  a  single¬ 
family  property; 

(5)  The  actual  cost  of  the 
rehabilitation  shall  represent  at  least  30 
percent  of  the  total  loan  amount. 

Further,  only  those  repairs  to  meet  PRS 
shall  be  included  in  the  30  percent 
rehabilitation  portion  of  the  loan;  and 

(6)  The  cost  of  refinancing,  when 
added  to  the  cost  of  rehabilitation,  shall 
not  exceed  the  loan  limits  under  §  510.36 

All  existing  debts  secured  by  the 
property  need  not  be  refinanced. 
However,  those  that  are  refinanced  must 
be  entirely  paid-off  and  released. 

§  510.42  Note  and  security  instrument. 

(a)  Note.  All  Section  312  loans  shall 
be  evidenced  by  a  promissory  note 
executed  by  the  borrower  in  the  form 
prescribed  by  HUD  for  use  in  the 
jurisdiction  in  which  the  property  to  be 
rehabilitated  is  located.  In  addition  to 
any  other  provisions  prescribed  by  the 
Secretary,  the  note  shall  have  the 
following  characteristics: 

(1)  The  principal  amount  shall  be  the 
amount  of  the  Section  312  loan; 

(2)  The  interest  rate  shall  be 
established  in  accordance  with  Section 
510.34: 

(3)  The  note  shall  provide  for  late 
charges  of  four  percent  on  any  amount 
of  any  principal  and  interest  payment 
which  is  not  paid  during  any  calendar 
month  which  includes  the  due  date  of 
such  payment; 

(4)  The  term  of  the  borrower’s 
obligation  to  repay  shall  be  established 
in  accordance  with  §  510.32; 

(5)  The  note  shall  provide  for 
approximately  equal  monthly  payments 
to  amortize  the  principal  of  the  loan  and 
the  interest  which  will  accrue  over  its 
term,  as  well  as  the  estimated  annual 
amounts  of: 

(i)  Ground  rents,  if  any; 

(ii)  Property  taxes  and  special 
assessments,  if  any; 

(iii)  Flood,  fire  and  extended  coverage, 
and  any  other  applicable  hazard 
insurance  premiums, 

unless  paragraphs  (a)(5)  (i),  (ii).  and  (iii) 
of  this  section  are  being  escrowed  for 
the  borrower  by  a  lender  with  a  lien 
prior  to  the  lien  securing  the  Section  312 
loan. 


(b)  Security  Instrument.  Except  as 
otherwise  provided  in  paragraph  (c)  of 
this  section,  all  Section  312  loans  shall 
be  secured  by  a  lien,  evidenced  by  a 
security  instrument  (mortgage  or  deed- 
of-trust,  and  any  other  instrument 
necessary  under  applicable  law)  in  the 
form  prescribed  by  HUD  for  use  in  the 
jurisdiction,  upon  the  property  to  be 
rehabilitated  with  the  Section  312  loan. 
The  borrower  must  establish  that  after 
this  security  instrument  has  been 
recorded  after  loan  settlement,  the 
property  to  be  rehabilitated  will  be  free 
and  clear  from  all  other  liens  and 
encumbrances,  except  those  liens  and 
encumbrances  specifically  approved  by 
the  Approving  Officer  as  part  of  the 
determination  of  acceptable  risk.  The 
Section  312  loan  may  be  in  a 
subordinate  lien  position  as  long  as  it 
meets  the  acceptable  risk  determination 
pursuant  to  Section  510.82. 

(c)  Exceptions.  Installment  land  sales 
contract  purchasers  who  meet  the 
criteria  in  §  510.26(a)(2)(i)  (loans  under 
$3,500)  are  not  required  to  comply  with 
paragraph  (b)  of  this  section. 

§  510.44  Title  evidence. 

(a)  Evidence.  Evidence  of  the 
applicant’s  valid  legal  ownership  of  the 
property  to  be  rehabilitated  and  a 
determination  of  the  existing  debt 
against  the  property  shall  be  obtained 
by  the  LPA. 

(1)  For  loans  $10,000  and  over 
evidence  of  good  and  marketable  title 
acceptable  to  leading  attorneys  in  the 
jurisdiction  in  which  the  property  is 
located,  updated  to  the  loan  settlement 
date,  shall  be  required. 

(2)  For  loans  below  $10,000  no  formal 
title  evidence  shall  be  required. 
However,  informal  verification  of  the 
title  and  a  determination  of  the  existing 
debt  against  the  property  shall  be  made. 
This  may  be  done  by  checking  local  land 
records,  assessor’s  records  or  other 
official  records  dealing  with  land 
ownership  on  a  current  basis.  Citation  of 
this  evidence  shall  be  retained  in  the 
LPA  project  files. 

The  requirements  on  ownership  and  the 
transfer  of  ownership  under  a  land  sales 
contract  are  noted  under  |  510.26(a)(2) 
above. 

(b)  Counsel  Review.  For  loans  under 
$10,000,  the  LPA  counsel  shall  assure  the 
acceptability  of  the  verification 
material. 

§  510.46  Standard  terms  and  conditions. 

A  Section  312  loan  shall  be  subject  to 
such  additional  terms  and  conditions  as 
may  be  prescribed  by  HUD  in  the  loan 
documents,  including  but  not  limited  to, 
the  application,  the  standard  terms  and 
conditions  or  loan  agreement. 
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promissory  note,  security  instruments, 
rent  regulatory  agreement  (if  any),  and 
any  other  documents  that  may  be 
executed  by  or  furnished  to  the 
borrower  at  HUD’s  direction  in 
connection  with  the  loan.  Without 
limiting  HUD’s  authority  to  require 
additional  terms  and  conditions,  a 
Section  312  loan  shall  be,  at  a  minimum, 
subject  to  the  following  conditions: 

(a)  Privacy  of  Information.  The 
applicant  shall  be  notified  of  his/her 
rights  under  the  Privacy  Act  as  it  applies 
to  the  information  required  to  determine 
the  applicant’s  eligibility  for  the  loan 
and  the  amount  of  the  loan. 

(b)  Use  of  Funds.  The  borrower  shall 
agree  to  use  the  loan  proceeds  only  for 
the  approved  purposes  of  the  loan. 

(c)  Terms.  The  borrower  shall  agree  to 
the  loan  amount,  term,  interest  rate,  and 
repayment  schedule:  and  LPA 
administered  loan  settlement, 
disbursement,  and  closeout  procedures. 

(d)  Expediting  Work.  The  borrower 
shall  agree,  to  the  maximum  extent 
feasible,  to  carry  out  all  of  the 
rehabilitation  work  promptly  and 
efficiently,  either  personally  or  under 
written  contract. 

(e)  Unacceptable  Contractors.  The 
borrower  shall  agree  not  to  award  any 
contract  for  work,  material  or  services 
to  any  contractor  or  subcontractor 
judged  unacceptable  by  HUD,  whether 
paid  for  in  whole  or  part  by  Section  312 
loan  proceeds. 

(f)  Inspections.  The  borrower  shall 
agree  to  allow  inspections  of  the 
property,  the  rehabilitation  work,  and  all 
contracts,  materials,  equipment, 
payrolls,  conditions  of  employment,  and 
relevant  records  and  data  by  HUD  or 
LPA  staff  or  their  designee, 

(g)  Records.  The  borrower  shall  agree 
to  keep  such  records  for  a  period  as 
required  by  HUD  and  shall  make  them 
available  for  inspection  upon 
appropriate  notice. 

(h)  Other  Federal  Requirements.  The 
borrower  shall  agree  to  ensure  the 
enforcement  of  all  requirements  of 
applicable  Federal  law  and  regulations, 
including  Equal  Opportunity  and  Labor 
Standards  Requirements, 

(i)  Security  Maintenance.  The 
borrower  shall  agree  to  preserve  the 
security  of  the  loan  by  proper  property 
maintenance  and  the  retention  of  hazard 
or  other  forms  of  property  insurance, 
and  to  not  sell,  lease  or  transfer  the 
property  without  repayment  of  the  entire 
loan,  except  with  the  consent  of  HUD. 

(j)  Termination.  The  borrower  shall 
agree  that  HUD  shall  have  the  right  to 
cancel  and  terminate  the  Section  312 
loan  by  written  notice  to  the  borrower  if 
rehabilitation  work  has  not  commenced 
within  60  days  of  the  execution  of  the  i 


promissory  note  or  if  the  rehabilitation 
work  is  not  completed  within  a 
reasonable  period  of  time  or  if  the 
property  is  abandoned. 

(k)  Repayment.  The  borrower  shall 
agree  that  any  part  or  the  entire  amount 
of  indebtedness  under  the  note  and 
security  instrument  shall  be  due  and 
payable  immediately  without  notice 
upon: . 

(l)  The  appointment  of  a  receiver  or 
liquidator  for  the  property: 

(2)  The  filing  of  a  petition  of 
insolvency  under  the  Bankrutcy  Act  of 
1898  as  amended,  or  similar  State  law: 

(3)  The  making  of  an  assignment  for 
the  benefit  of  the  borrower’s  creditors: 

(4)  The  divestiture  or  sale  of  the 
property  including  sale  or  divestiture  of 
equitable  ownership  of  the  property 
through  land  sales  contract  or  similar 
mechanism: 

(5)  The  substantial  destruction  of  the 
property: 

(6)  The  death  or  legal  incapacity  of  the 
borrower  prior  to  completion  of  the 
rehabilitation  work:  or 

(7)  Upon  default  by  the  borrower. 

(1)  Administrative  Fees.  The  borrower 
shall  not  pay  any  bonus,  commission  or 
fee  for  the  customary  processing  of  a 
loan  including  the  preparation  of  work 
write-ups  and  cost  estimates,  approval 
of  the  loan,  or  any  concurrence  required 
to  complete  the  rehabilitation  work. 

(m)  Conflict  of  Interest.  (1)  The 
borrower  shall  agree  that  no  Member  of 
Congress  of  the  United  States  and  no 
Resident  Commissioner  shall  be 
permitted  to  share  the  proceeds  and 
benefits  of  the  loan. 

(2)  No  member  of  the  governing  body 
of  the  LPA  or  the  locality:  or  officer  or 
employee  of  the  LPA  or  the  locality,  who 
exercises  functions  and  responsibilities 
in  connection  with  the  administration  of 
the  Section  312  Loan  Program,  shall 
have  any  interest  in  the  proceeds  of  the 
loan  or  any  contract  for  work,  supplies 
or  services  financed  in  whole  or  part 
with  loan  proceeds. 

(3)  No  HUD  employee  above  a  GS-9 
level  shall  be  eligible  for  a  Section  312 
loan. 

Subpart  D— Other  Federal 
Requirements 

§  510.50  Program  administration. 

(a)  Federal  Statutes  and  Regulations. 
The  Section  312  Rehabilitation  Loan 
Program  shall  be  administered  in 
compliance  with  all  applicable  Federal 
statutes  and  regulations  including,  but 
not  limited  to,  those  cited  in  this 
subpart. 

(1)  Truth-in-Lending.  The  Truth-in- 
Lending  Act  of  1968  (15  U.S.C.  1601,  et 
seq.)  and  12  CFR  Part  226  (Regulation  Z), 


requiring  that  borrowers  in  consumer 
credit  transactions  be  vested  with 
certain  rights  and  protections  in 
connection  with  the  transaction  and 
receive  specified  written  information 
from  their  lenders.  The  disclosures  must 
be  made  before  credit  is  extended  and 
before  the  borrower  becomes  obligated 
in  connection  with  the  transaction.  The 
amount  of  credit  that  the  borrower  will 
have  for  his/her  actual  use  must  be 
disclosed  as  well  as  the  finance  charge 
expressed  both  as  a  dollar  amount  and 
as  an  Annual  Percent  Rate  (APR).  In 
addition,  if  a  borrower’s  loan  is  secured 
by  a  lien  on  his  residence,  the  borrower 
is  allowed  3  days  to  rescind  the 
transaction.  The  disclosure  provisions  of 
this  section  apply  only  to  loans  on 
residential  and  mixed-use  property 
containing  one  to  four  dwelling  units 
where  the  borrower  is  a  person,  as 
opposed  to  a  corporation,  partnership  or 
other  legal  entity.  The  rescission 
provision  of  this  Section  applies  only  to 
loans,  secured  by  a  mortgage  or  deed  of 
trust,  on  residential  or  mixed-use 
property  containing  one  to  four  dwelling 
units  where  the  borrower  is  a  person 
who  will  reside  in  the  property  following 
rehabilitation. 

(2)  Real  Estate  Settlement.  The  Real 
Estate  Settlement  Procedures  Act  of 
1974  (RESPA)  (12  U.S.C.  2601,  et  seq.),  as 
amended,  and  the  regulations  (24  CFR 
Part  3500)  requiring  that  for  the 
refinancing  of  a  land  sales  contract  for 
title  acquisition  the  lender  shall  provide 
the  borrower  with  a  Special  Information 
Booklet  and  a  good  faith  estimate  of  the 
amount  or  range  for  each  charge  for 
specific  settlement  services  that  the 
borrower  is  likely  to  incur  in  connection 
with  the  settlement.  The  good  faith 
estimates  must  be  developed  and 
presented  on  a  form  which  is  in 
accordance  with  24  CFR  3500.7.  Both  the 
booklet  and  the  estimates  shall  be 
provided  within  3  days  of  receipt  of  a 
written  loan  application.  The  Uniform 
Settlement  Statement  (HUD-1)  shall  be 
used  at  settlement  and  an  opportunity  to 
inspect  the  statement  one  business  day 
prior  to  settlement  shall  be  afforded  the 
borrower  upon  request. 

(3)  Labor  Standards,  (i)  For  a  loan  on 
a  residential  property  that  will  contain 
15  or  more  dwelling  units  after 
rehabilitation:  or  a  loan  on  a 
nonresidential  property  where  the 
actual  cost  of  the  rehabilitation  work 
exceeds  $2,000,  compliance  with  the 
Davis-Bacon  Act  (40  U.S.C.  276a-276-a- 
5)  as  amended,  the  Contract  Work 
Hours  and  Safety  Standards  Act  (40 
U.S.C.  327-333)  and  all  regulations 
issued  under  these  Acts,  and  with  other 
applicable  Federal  laws  and  regulations 
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pertaining  to  labor  standards  will  be 
required.  In  particular,  all  laborers  and 
mechanics  employed  by  contractors  and 
subcontractors  on  rehabilitation  work, 
as  noted  above,  shall  be  paid  wages  at 
rates  not  less  than  those  prevailing  on 
similar  construction  in  the  locality,  as 
determined  by  the  Secretary  of  Labor. 

(ii)  For  mixed-use  properties 
exceeding  the  respective  threshold  for 
residential  of  15  dwelling  units  or  $2,000 
for  the  nonresidential  portion,  the  lower 
threshold  shall  determine  the 
applicability  of  labor  standards  to  the 
specific  project. 

(iii)  For  residential  rehabilitation 
projects  using  the  “Sweat  Equity” 
principle  under  §  510.80,  the  Secretary 
may  waive  the  application  of  tabor 
standards  for  work  being  accomplished 
by  residents,  where  services  are 
voluntarily  donated  pursuant  to  Section 
402(f)  of  the  Housing  Act  of  1950. 

(iv)  On  a  project  where  part  of  the 
work  is  funded  by  conventional 
financing,  the  labor  standards 
requirements  shall  apply,  to  the  extent 
required  by  this  Section,  to  all  work  that 
will  be  performed  after  loan  approval, 
whether  such  work  is  funded 
conventionally  or  with  Section  312  loans 
funds.  However,  if  conventional 
financing  involves  a  loan  insurance  or 
guarantee  program  that  requires 
application  of  Davis-Bacon  where  not 
otherwise  required  under  this  Section. 
Havi.s-Bacon  shall  apply  as  required 
under  such  program. 

(v)  The  LPA  is  responsible  for  * 
ensuring  that  labor  standards 
requirements  are  applied  in  accordance 
with  this  Section.  This  would  include 
making  sure  that  these  requirements  are 
in  contract  documents,  as  well  as 
monitoring  borrower  compliance  with 
these  requirements. 

(4)  Flood  Insurance,  (i)  National  Flood 
Insurance  Act  of  1968,  (42  U.S.C.  4001, 
et.  seq.)  and  the  regulations  thereunder 
(24  CFR  Chapter  X)  requiring  that  funds 
available  under  this  Part  shall  be 
expended  for  rehabilitation  purposes  in 
an  area  identified  by  the  Secretary  as 
having  special  flood  hazards  and  where 
the  community  is  not  in  compliance  with 
requirements  of  the  National  Flood 
Insurance  Program  pursuant  to  Section 
4105(d)  of  the  Act. 

(ii)  The  use  of  any  funds  provided 
under  this  Part  for  rehabilitation 
purposes  in  identified  special  flood 
hazard  areas  shall  be  subject  to  the 
mandatory  purchase  of  flood  insurance 
requirements  of  Section  4105(d)  of  the 
Act. 

(5)  Freedom  of  Information  and 
Privacy  Acts,  (i)  Procedures  for  requests 
by  members  of  the  public  for  records 
and  information  and  standards  for 


disclosure  of  such  records  or 
information  under  the  Freedom  of 
Information  Act  (5  U.S.C.  552)  are 
contained  in  24  CFR  Part  15.  These 
procedures  and  standards  apply  to  the 
production  and  disclosure  by  HUD 
officials  of  records  and  information  in 
HUD’s  custody,  or  in  the  custody  of  any 
private  organization  in  a  contractual 
relationship  with  HUD  (such  as  a  loan 
servicer),  concerning  the  Section  312 
Loan  Program.  Requests  to  State  or  local 
officials  for  records  of  information  in  the 
custody  of  the  locality,  the  LPA.  or  any 
private  organization  under  contract  with 
the  locality  or  the  LPA  to  exercise  any 
responsibilities  in  connection  with  the 
Section  312  Program  are  governed  by 
State  and  local  law,  except  as  otherwise 
provided  in  paragraph  (a)(5)(ii)  of  this 
Section. 

(ii)  Information  identifiable  as 
pertaining  to  individual  Section  312  loan 
applicants  and  recipients  and 
maintained  by  the  locality  or  LPA.  or 
any  person  or  organization  exercising 
any  Section  312  responsibilities  under 
contract  with  the  LPA  or  locality,  is 
subject  to  the  provisions  of  the  Privacy 
Act  of  1974,  5  U.S.C.  552a.  Requests  to 
State  or  local  officials  for  records  or 
information  pertaining  to  identifiable 
individual  Section  312  loan  applicants  or 
recipients  which  is  in  the  custody  of  the 
locality,  LPA,  or  such  a  contractor  are 
subject  to  the  disclosure  limitations  set 
forth  in  the  Privacy  Act  of  1974.  The 
procedural  requirements  for  responding 
to  such  requests  are  governed  by 
applicable  State  and  local  law. 

(6)  Right  to  Financial  Privacy  Act.  In 
accordance  with  the  Right  to  Financial 
Privacy  Act  (12  U.S.C.  3401,  et.  seq.), 
HUD,  any  locality  of  LPA,  or  any  person 
or  organization  acting  for  HUD,  the 
locality,  or  the  LPA  under  contract  shall 
comply  with  this  Section  in  obtaining 
financial  records  or  information  from 
any  financial  institution,  as  defined  in  12 
U.S.C.  3401,  concerning  any  individual 
or  any  partnership  of  five  or  fewer 
individuals  (called  a  “covered 
partnership”  in  the  remainder  of  this 
Part)  in  connection  with  any  Section  312 
loan. 

(i)  Financial  Records  of  Applicants  or 
Assignees.  The  LPA  or  locality  which 
processes  the  application  for  any 
Section  312  loan  to  one  or  more 
individuals  or  covered  partnerships 
shall  give  each  individual  applicant  or 
partner  a  “Notice  to  Applicant”  in  the 
form  prescribed  by  HUD  prior  to 
attempting  to  obtain  financial  records  or 
information  from  a  financial  institution 
about  such  individual,  partner,  or 
covered  partnership.  Similarly,  HUD  or 
any  loan  servicer  acting  for  HUD  under 


contract,  shall  give  a  “Notice  of 
Applicant"  to  any  individual  or  partner 
of  a  covered  partnership  which  applies 
to  assume  a  Section  312  loan.  The 
“Notice  to  Applicant”  advises  the 
person  or  covered  partnership  to  whom 
it  is  given  of  HUD’s  rights  of  access  to 
financial  records  held  by  financial 
institutions  concerning  such  person  or 
partnership  in  connection  with  the 
Section  312  loan.  No  further  Notice  shall 
be  required  for  subsequent  access  to 
that  person’s  or  partnership’s  financial 
records  during  the  term  of  the  loan  by 
HUD,  the  locality,  the  LPA,  or  the  loan 
servicer. 

(ii)  Financial  Records  of  Others. 
Financial  records  or  information  shall 
not  be  obtained  in  connection  with  a 
Section  312  loan  from  a  financial 
institution  concerning  any  individual  or 
any  covered  partnership  which  has  not 
applied  to  receive  or  assume  a  Section 
312  loan,  unless  a  Customer 
Authorization,  in  the  form  prescribed  by 
HUD,  is  obtained  as  described  in  this 
paragraph.  The  Customer  Authorization 
must  be  signed  and  dated  by  the 
individual  or  covered  partnership  whose 
financial  records  are  sought  and  must  be 
delivered  to  the  financial  institution, 
before  disclosure  of  the  financial 
records  identified  therein  is  permitted.  A 
new  Customer  Authorization  is  required 
when  additional  records  are  sought  from 
the  financial  institution  after  expiration 
or  outside  the  scope  of  the  original 
Customer  Authorization.  A  Customer 
Authorization  is  revocable  by  its  issuer 
at  any  time  prior  to  disclosure  of  the 
records  sought.  Examples  of  when 
Customer  Authorizations  may  be 
needed  in  the  Section  312  Program  are  to 
evaluate  the  credit  worthiness  of 
potential  personal  guarantors  of  a  loan 
or  in  evaluating  potential  contractors. 

(iii)  Certification  to  Financial 
Institution.  Each  financial  institution 
from  which  financial  records  or 
information  are  requested  by  or  bn 
HUD’s  behalf  concerning  an  individual 
or  a  covered  partnership  in  connection 
with  a  Section  312  loan  shall  be  given  a 
Certification  to  Financial  Institution,  in 
the  form  prescribed  by  HUD,  that  HUD 
is  in  compliance  with  the  applicable 
provisions  of  the  Right  to  Financial 
Privacy  Act  in  connection  with  the 
request.  No  further  certification  shall  be 
required  by  the  Hnancial  institution  for 
subsequent  access  by  or  on  HUD’s 
behalf  during  the  term  of  the  loan  to 
financial  records  or  information 
concerning  individuals  or  covered 
partnerships  which  have  received 
Notices  under  paragraph  (a)(6)(i)  of  this 
section.  However,  a  new  Certification  to 
Financial  Institution  is  required  in  every 
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case  in  which  a  new  Customer 
Authorization  under  paragraph  (aK6)(ii) 
of  this  Section  is  required. 

(iv)  Use  of  Financial  Records. 
Financial  records  of  information 
obtained  pursuant  to  this  Section  may 
be  used  only  for  the  purpose  for  which 
they  were  originally  obtained  and  may 
not  be  further  disseminated,  except  as 
otherwise  provided  by  12  U.S.C. 
3413(b)(4).  However,  the  permissible 
uses  of  financial  records  or  information 
obtained  pursuant  to  paragraph  (a)(6)(i) 
of  this  Section  include  any  use  or 
transfer  of  the  records  in  connection 
with  the  loan,  whether  for  purposes  of 
processing,  servicing,  or  foreclosure  or 
other  collection  action.  Financial 
records  or  information  obtained  by 
Customer  Authorization  under 
paragraph  (a)(6)(ii)  of  this  Section  may 
only  be  used  by  or  on  behalf  of  HUD  in 
accordance  with  the  terms  of  the 
Authorization  or  12  U.S.C.  3413(h)(4). 

(b)  Certification  in  Compliance  with 
Federal  Statutes  and  Regulations.  The 
Chief  Executive  Officer  shall  submit 
certifications,  in  the  form  prescribed  by 
HUD,  to  HUD  each  year  that  the  locality 
participating  in  the  Section  312 
Rehabilitation  Loan  Program  is 
administering  the  program  in 
compliance  with  the  provisions  of  the 
following  Federal  statutes  and 
regulations: 

(1)  Equal  Opportunity,  (i)  Title  VI  of 
the  Civil  Rights  Act  of  1964  (42  U.S.C. 
2000d,  et  seq.)  and  the  regulations  issued 
under  24  CFR  Part  1,  providing  that  no 
person  in  the  United  States  shall  be 
excluded  from  participation  in  the 
program,  or  be  denied  the  benefits  of  the 
program,  or  in  any  way  be  subjected  to 
discrimination  under  the  program  on  the 
basis  of  race,  color,  or  national  origin. 
This  requirement  applied  for  the  period 
during  which  the  real  property  is  used  as 
rehabilitated  or  is  owned  by  the 
recipient,  whichever  is  longer. 

(ii)  Title  VIII  of  the  Civil  Rights  Act  of 
1968  (42  U.S.C.  3601,  et.  seq.)  as 
amended,  requiring  that  the  program  be 
carried  out  in  a  manner  which  will 
affirmatively  further  fair  housing, 
including  all  activities  relating  to  sales, 
rentals,  additional  financing,  and 
brokerage  services,  and  shall  not 
discriminate  against  persons  on  the 
basis  of  race,  color,  religion,  sex  or 
national  origin. 

(iii)  Executive  Order  11063  requiring 
the  provision  of  equal  opportunity  in 
housing  and  nondiscrimination  based  on 
race,  color,  creed  or  national  origin  in 
the  sale  and  rental  of  housing  improved 
under  the  program. 

(iv)  Executive  Order  11246  and  the 
regulations  under  41  CFR  Part  60, 
requiring  that  no  person  shall  be 


discriminated  against  during  the 
performance  of  construction  contracts 
under  the  program,  based  on  race,  color, 
religion,  sex,  or  national  origin. 
Contractors,  and  subcontractors 
participating  in  the  program  shall  take 
affirmative  action  to  ensure  fair 
treatment  in  employment,  upgrading, 
demotion,  transfer,  recruitment  and 
recruitment  advertising:  lay-off  and 
termination:  rates  of  pay  and 
compensation:  and  selection  for  training 
and  apprenticeship. 

(v)  Section  3  of  the  Housing  and 
Urban  Development  Act  of  1968  (12 
U.S.C.  1701v.),  as  amended  and  the 
regulations  in  24  CFR  Part  135,  requiring 
that,  to  the  greatest  extent  feasible, 
opportunities  for  training  and 
employment  in  the  program  be  given  to 
lower  income  residents  of  the  project 
area.  Contracts  awarded  in  connection 
with  the  program  shall  be  awarded  to 
eligible  business  concerns  which  are 
located  in,  or  are  owned  in  substantial 
part  by  persons  residing  in  the  project 
area. 

(vi)  Equal  Credit  Opportunity  Act  of 
1976  (15  U.S.C.  1691,  et.  seq.]  requiring 
that  no  person  is  denied  credit  based  on 
race,  color,  religion,  national  origin,  sex, 
marital  status,  age  (as  long  as  there  is 
the  legal  capacity  to  enter  into  a 
contract),  public  assistance  program  as 
an  income  source,  or  the  exercise  of  any 
right  under  the  Consumer  Credit 
Protection  Act  of  1976  (15  U.S.C.  1601,  et. 
seq.].  The  Consumer  Credit  Protection 
Act  includes  the  Truth-in-Lending,  Fair 
Credit  Reporting,  and  Consumer  Leasing 
Acts. 

(vii)  The  borrower  shall  ensure  that 
vacancies  will  be  marketed  in  a  manner 
to  affirmatively  further  fair  housing 
pursuant  to  24  CFR  200.610.  If  a 
rehabilitated  unit  is  advertised,  it  will  be 
done  in  a  manner  to  inform  persons  who 
would  otherwise  be  least  likely  to  apply 
for  the  vacancy.  The  ‘‘Equal 
Opportunity”  logo  shall  be  displayed  in 
all  advertising. 

(2)  National  Environmental  Policy  Act 
of  1969.  (i)  When  Section  312 
rehabilitation  loans  are  made  in  eligible 
CDBG  Neighborhood  Strategy  Areas,  the 
impact  of  the  program  shall  be  assessed 
as  part  of  the  overall  community 
housing  and  economic  development 
strategy  for  the  project  area.  The  CDBG 
Environmental  Review  Record  (ERR)  for 
the  area  shall  contain  documentation  of 
the  locality‘s  consideration  of  Section 
312  activities  pursuant  to  24  CFR  Part  58. 
Section  312  activities  which: 

(A)  Increase  the  number  of  dwelling 
units  per  acre  by  more  than  20  percent: 

(B)  Change  land  use  from  residential 
to  nonresidential  or  nonresidential  to 
residential: 


(C)  Change  one  class  of  residential 
land  use  to  another  class  of  residential 
land  use:  or 

(D)  Involve  a  cost  of  rehabilitation 
which  exceeds  75  percent  of  the 
replacement  cost  of  the  property  after 
rehabilitation. 

shall  be  separately  reviewed  (24  CFR 
58.21  (b)(8))  and  documentation  of  their 
impact  assessment  shall  be  specifically 
included  in  the  ERR  for  the  project  area. 
HUD  staff  will  verify  that  there  has  been 
an  environmental  clearance  which  is 
current  and  has  anticipated  Section  312 
activity,  in  accordance  with  24  CFR 
50.21(m)(3). 

(ii)  When  Section  312  rehabilitation 
loans  are  made  in  non-CDBG  areas  in 
connection  with  Urban  Renewal,  NDP, 
Code  Enforcement,  or  Urban 
Homesteading  projects  or  in  a  CDBG 
area  where  there  has  not  been  an 
environmental  review,  or  where  a 
finding  in  accordance  with  24  CFR 
50.21(m)(3)  cannot  be  made,  HUD  will 
conduct  environmental  reviews 
pursuant  to  24  CFR  Part  50  except  as 
indicated  by  24  CFR  50.21(a)(3). 

(3)  Historic  Preservation,  (i)  Section 
106  of  the  National  Historic  Preservation 
Act  of  1966  (16  U.S.C.  470,  et  seq.]. 
Executive  Order  11593,  and  the 
Preservation  of  Archeological  and 
Historical  Data  Act  of  1966  (16  U.S.C. 

469  a-1  et  seq.],  requiring  that  for  those 
activities  included  in  environmental 
reviews  as  noted  above,  the  Procedures 
for  Protection  of  Historic  and  Cultural 
Properties  (36  CFR  Part  800)  shall  be 
carried  out  concurrently.  Consultation 
with  the  State  Historic  Preservation 
Officer  and  the  National  Register  of 
Historic  Places  shall  be  accomplished  to 
identify  whether  properties  receiving 
loans  are  listed  in,  or  eligible  for 
inclusion  in,  the  National  Register  of 
Historic  Places  and  to  determine 
whether  or  not  the  Section  312  loan  may 
affect  another  property  that  is  listed  on 
or  eligible  for  the  National  Register.  If  a 
National  Register  property  is  not 
involved  or  affected,  a  statement  of  this 
fact  shall  be  made  in  environmental 
review  record.  If  the  project  will  affect  a 
National  Register  property,  the 
*procedures  of  36  CFR  Part  800  pending 
HUD  issuance  of  24  CFR  Part  59  shall  be 
completed  to  avoid  or  mitigate  any 
adverse  effects,  and  the  appropriate 
documentation  made  part  of  the 
environmental  review  record.  These 
procedures  shall  be  applied  in 
conjunction  with  CDBG  environmental 
review  for  the  project  area  pursuant  to 
24  CFR  Part  58. 

(ii)  For  those  rehabilitation  activities 
not  subject  to  the  environmental  review 
procedures  of  24  CFR  Part  58, 
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compliance  with  Section  106  of  the 
National  Historic  Preservation  Act  is 
still  required,  and  documentation  of  its 
implementation  in  accord  with  36  CFR 
Part  800  pending  HUD  issuance  of  24 
CFR  Part  59,  shall  be  included  in  the 
project  files  by  the  Local  Processing 
Agency  (LPA). 

(4)  Floodplains  and  wetlands. 
Rehabilitation  activities  carried  out 
under  this  Part  shall  comply  with  the 
requirements  of  Section  2(a)  of 
Executive  Order  11988  on  Floodplain 
Management,  with  Sections  2  and  5  of 
Executive  Order  11990  on  Protection  of 
Wetlands  and  with  the  implementing 
Departmental  regulations.  The  orders 
require  that  a  threshold  determination 
be  made  as  to  whether  the  activity  will 
be  located  in  or  affect  a  floodplain  or 
wetland.  If  so,  and  the  activity  occurs  in 
a  CDBG  area,  then  the  procedures 
outlined  in  24  CFR  58.23  shall  apply.  If 
the  activity  is  proposed  in  a  non-CDBG 
area,  the  Departmental  regulations 
implementing  the  Orders  shall  apply. 

(5)  Environmental  Criteria  and 
Standards.  In  areas  eligible  for  Section 
312  loans,  other  than  CDBG  areas, 
rehabilitation  activities  shall  comply 
with  24  CFR  Part  51,  Environmental 
Criteria  and  Standards.  In  CDBG  areas, 
24  CFR  58.1(a)(3)  and  24  CFR  58.5(a)(2) 
shall  apply. 

(6)  Other  Environmental 
Requirements,  (i)  Reviews  shall  be 
conducted  in  the  NSAs  prior  to  approval 
of  Section  312  loans,  under  the  special 
authorities  cited  in  24  CFR  58.22,  as 
applicable. 

(ii)  When  Section  312  loans  are 
proposed  to  be  made  in  non-CDBG 
areas  as  defined  in  paragraph  (b)(2)(ii) 
of  this  §  510.50(b)(2)(ii).  HUD  will  retain 
the  responsibility  for  compliance  with 
these  special  authorities  as  cited  in 
paragraphs  (b)  (3),  (4)  and  (5)  of  this 
section,  as  applicable. 

(7)  Lead-Based  Paint.  Rehabilitation 
activities  must  comply  with  the  Lead- 
Based  Paint  Poisoning  Prevention  Act 
(42  U.S.C.  4801,  et  seq.)  and  the  HUD 
Lead-Based  Paint  Regulations,  24  CFR 
Part  35,  requiring; 

(i)  The  prohibition  of  the  use  of  lead- 
based  paint  (defined  at  24  CFR  35.12(a)) 
in  the  rehabilitation  of  residential 
structures  (defined  at  24  CFR  35.3(f)); 

(ii)  The  inspection  for  immediate  lead- 
based  paint  hazards  (defined  at  24  CFR 
35.3(i)),  which  inspection  shall  be  made 
pursuant  to  §  510.88(a)  of  these 
regulations; 

(iii)  The  elimination  as  far  as 
practicable  of  immediate  lead-based 
paint  hazards  in  residential  structures; 
and 

(iv)  The  notification  to  owners  and 
tenants  of  pre-1950  residential  structures 


of  the  possible  existence  and  potential 
hazards  of  lead-based  paint,  of  the 
symptoms  and  treatment  of  lead-based 
paint  poisoning,  and  of  the  precautions 
to  be  taken  to  avoid  lead-based  paint 
poisoning. 

The  information  in  paragraphs  (b)(7)  (i) 
and  (iii)  of  this  section  shall  be  a 
required  component  of  the  loan. 

(8)  Architectural  Barriers,  (i) 
Rehabilitation  activities  will  comply 
with  Section  504  of  the  Rehabilitation 
Act  of  1973  and  the  regulations  issued 
there  under. 

(ii)  The  residential  standards  to  be 
used  in  the  Section  312  Program  for 
accessibility  by  the  handicapped  shall 
be  the  HUD  Minimum  Property 
Standards  (MPS)  or  the  HUD  Minimum 
Design  Standards  for  Rehabilitation  of 
Residehtial  Properties. 

(iii)  The  standards  for  accessibility  to 
nonresidential  structures  by  the 
handicapped  shall  be  the  “American 
Standard  SpeciHcations  for  Making 
Buildings  and  Facilities  Accessible  to, 
and  Usable  By,  the  Physically 
Handicapped"  Number  A-117.1-R  1979, 
subject  to  the  exceptions  contained  in  41 
CFR  101-19.604.' 

(iv)  Departures  from  particular 
requirements  of  these  standards  by  the 
use  of  other  methods  shall  be  permitted 
by  the  HUD  Area  Office  so  long  as 
equivalent  access  to  the  facility  is 
provided. 

.  (9)  Cost  Effective  Energy 
Conservation.  The  Housing  and 
Community  Development  Act  of  1964,  as 
amended  in  1978  (42  U.S.C.  1452b.)  and 
the  regulations  issued  under  24  CFR  Part 
39,  require  that  rehabilitation  of 
residential  properties  under  this 
program  are  subject  to  the  Cost  Effective 
Energy  Conservation  Standards. 

(i)  Thermal  improvement  of 
construction  elements  which  would  not 
be  made  accessible  or  become  exposed 
during  rehabilitation  is  not  required. 

(ii)  Energy  conservation 
improvements  not  practical  considering 
economic  feasibility,  program  needs, 
and  the  materials  and  type  of 
construction,  may  be  eliminated. 

(iii)  For  mid-rise,  high-rise  and  many 
low-rise  multifamily  projects,  an  energy 
audit  must  be  carried  out  to  identify  and 
specify  the  energy  and  cost  savings 
which  are  estimated  to  result  from 
installing  energy  conservation  measures. 

(iv)  All  measures  determined  to  be 
cost  effective,  given  loan  term  and 
interest  rate,  shall  be  accomplished, 
especially  weatherstripping  and 
caulking. 

§  510.52  Relocation/ displacement. 

(a)  Responsibility  of  Locality.  The 
locality  shall  adminster  its  Section  312 


Rehabilitation  Loan  Program  in  a 
manner  that  minimizes  any  potential  or 
actual  involuntary  displacement  of 
tenants.  Wherever  it  offers  the  potential 
of  minimizing  displacement,  the  locality 
shall  require  the  owner  to  consider  the 
feasibility  of  carrying  out  the 
rehabilitation  in  stages.  The  locality  is 
responsible  for  assuring  compliance 
with  the  provisions  of  this  section.  Prior 
to  approval  of  any  Section  312  loan,  the 
locality  shall  certify  to  HUD  that  it  will 
assure  compliance  with  these  provisons. 
To  pay  the  cost  of  relocation  payments 
and  other  relocation  assistance,  the 
locality  may  use  local  public  funds  or 
funds  available  under  the  locality’s 
Community  Development  Block  Grant 
program.  (To  use  block  grant  funds,  the 
locality  must  adopt  a  written  policy  in 
accordance  with  24  CFR  570.602(c).)  The 
locality  may  also  enter  into  a  written 
agreement  with  the  private  owner  of  a 
project  which  provides  for  the  owner  to 
pay  all  or  part  of  the  cost  of  relocation 
payments  and  other  assistance  incurred 
under  this  section  and/or  to  reduce  the 
rent  charged  to  tenants  who  are 
permitted  to  continue  in  occupancy  of  a 
dwelling  unit  in  the  project.  The  locality 
shall  maintain  the  records  described  at 
24  CFR  42.207(e)  and  24  CFR  42.225. 

(b)  Applicability  of  Uniform  Act.  The 
Uniform  Relocation  Assistance  and  Real 
Prqperty  Acquisition  Policies  Act  of  1970 
(Uniform  Act)  and  HUD  implementing 
regulations  at  24  CFR  Part  42  apply  to 
the  displacement  of  certain  persons  as  a 
result  of  a  Section  312  Rehabilitation 
Loan  provided  in  connection  with  an 
Urban  Renewal  Project  or  Neighborhood 
Development  Program  under  Title  I  of 
the  Housing  Act  of  1949,  as  amended. 
Code  Enforcement  under  Section  117  of 
the  Housing  Act  of  1949,  or  a 
comprehensive  city  demonstration 
program  under  Title  I  of  the 
Demonstration  Cities  and  Metropolitan 
Development  Act  of  1966. 

(c)  Displacement  Not  Subject  to  the 
Uniform  Act.  The  provisions  of  this 
paragraph  apply  only  to  approved 
Section  312  loan  activities  that  are  not 
subject  to  the  Uniform  Act.  HUD  has 
determined  that  requirements  identical 
to  those  set  forth  at  24  CFR  Part  42,  as 
modified  by  this  paragraph  (c)  shall 
apply  with  respect  to  any  tenant  (not  an 
owner-occupant)  who  occupies  property 
to  be  rehabilitated  with  such  a  Section 
312  loan. 

(1)  Issuance  of  Notice  to  Residential 
Tenants.  Except  as  indicated  in 
paragraph  (c)(7)  of  this  section,  the 
locality  shall  issue  each  residential 
tenant  either  a  notice  of  displacement 
(described  at  24  CFR  42.205)  that  is 
effective  immediately  or  a  notice  of  right 
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to  continue  in  occupancy  (described  at 
24  CFR  42.207).  The  notice  shall  be 
issued  within  30  days  after  the  locality 
recieves  HUD  notification  of  loan 
approval  and  reservation  of  funds,  or  by 
such  later  date  as  is  agreed  to  by  the 
HUD  Area  Office.  If  the  tenant  is  not 
issued  either  of  these  notices  within  the 
prescribed  time,  he  or  she  shall 
automatically  be  eligible  for  relocation 
assistance  as  described  at  24  CFR 
.42.205(b).  Any  tenant  required  by  the 
owner  to  move  from  the  property,  other 
than  for  cause,  before  issuance  of  such  a 
notice,  but  after  the  date  six  months 
prior  to  submission  of  the  Section  312 
preapplication  (or  application,  if  there  is 
not  preapplication)  to  the  HUD  Area 
Office  shall  also  be  issued  a  notice  of 
displacement.  In  the  latter  case;  the 
notice  of  displacement  shall  be  effective 
on  the  date  the  tenant  vacated  the 
property,  and,  if  the  tenant  chooses  to 
relocate  again,  the  1-year  period  within 
which  the  tenant  must  purchase/rent 
and  occupy  a  replacement  dwelling  (see 
24  CFR  42.451(c))  and  the  18-month 
period  for  filing  relocation  payment 
claim(s)  shall  not  begin  until  the  tenant 
has  been  provided  a  reasonable  choice 
of  opportunities  to  relocate  to  a 
comparable  replacement  dwelling.  If  the 
tenant  does  not  choose  to  relocate 
again,  he/she  shall  be  given  at  least  6 
months  in  which  file  relocation  payment 
claim(s). 

(2)  Issuance  of  Notice  to 
Nonresidential  Tenants.  The  locality 
shall  determine  whether  or  not  a 
nonresidential  tenant  will  be  required  to 
move  as  a  result  of  the  rehabilitation.  If 
a  nonresidential  tenant  is  ordered  to 
vacate  the  property  in  connection  with 
the  rehabilitation  or  the  locality 
determines  that  undue  hardships  (e.g.. 

.'  bstantial  increase  in  rent  or  costly 
suspension  of  operations)  will  result 
from  the  rehabilitation,  it  shall  promptly 
issue  the  tenant  a  notice  of  displacement 
(described  at  24  CFR  42.205).  If  a 
nonresidential  tenant  is  not  required  to 
move  as  a  result  of  the  rehabilitation, 
the  terms  and  conditions  of  continued 
occupancy  are  matters  for  negotiation 
between  the  owner  and  tenant. 

(3)  "Initiation  of  Negotiations."  Tor 
purposes  of  determining  eligibility  for  a 
replacement  housing  payment  under 
Subpart  G  of  24  CFR  Part  42,  the 
effective  date  of  the  notice  of 
displacement  shall  be  considered  to  be 
the  “initiation  of  negotiations.” 

(4)  Replacement  Housing  Payment.  A 
displaced  residential  tenant  who  meets 
the  eligibility  conditions  described  in  24 
CFR  42.451  is  entitled  to  a  replacement 
housing  payment  to  help  him  or  her  rent 
or  buy  a  replacement  dwelling.  Any 


such  tenant  who  chooses  to  buy  a 
replacement  dwelling,  shall  receive  a 
downpayment  assistance  payment 
computed  under  24  CFR  42.455.  Any 
such  tenant  who  chooses  to  rent  a 
replacement  dwelling,  is  entitled  to  a 
rental  assistance  payment  computed  in 
accordance  with  24  CFR  42.453,  unless  a 
Public  Housing  Agency  administering 
the  Section  8  Existing  Housing  Program 
(24  CFR  Part  882)  determines  in 
accordance  with  the  Section  8  eligibility 
criteria  in  24  CFR  Part  889  and  selection 
criteria  described  in  its  Administrative 
Plan  approved  by  HUD  that  the 
displaced  tenant  can  be  issued  a 
Certificate  of  Family  Participation  under 
that  program.  Assistance  under  the 
Certificate  can  only  occur  when  (i)  the 
tenant  has  voluntarily  selected  a 
replacement  dwelling  which  meets  the 
housing  quality  standards  and  other 
requirements  of  that  program,  and  (ii) 
the  landlord  of  the  replacement  dwelling 
unit  is  willing  to  participate  in  the 
program.  If  the  tenant  elects  to  rent  a 
replacement  dwelling  that  cannot  be 
assisted  under  the  Section  8  Existing 
Housing  Program,  he/she  must  be 
offered  the  rental  assistance  payment 
described  at  24  CFR  42.453.  (If  an 
eligible  tenant  voluntarily  selects  a 
rental  unit  that  meets  the  Section  8 
requirements  and  the  owner  is  willing  to 
participate  in  the  Existing  Housing 
Program  but  the  tenant  refuses  the 
Section  8  assistance,  the  tenant  is  not 
entitled  to  a  rental  assistance  payment. 
However,  the  tenant  remains  eligible  for 
a  moving  expense  payment  computed  as 
described  at  24  CFR  42.303  or  24  CFR 
42.353). 

(5)  Modifications  to  Notice  of  Right  to 
Continue  in  Occupancy.  A  residential 
tenant  who  receives  a  notice  of  right  to 
continue  in  occupancy  (described  at  24 
CFR  42.207)  is  assured,  among  other 
things,  that  he  or  she  will  have  the  right 
to  continue  in  occupancy  in  the  property 
for  a  period  of  at  least  4  years.  These 
terms  and  conditions  of  continued 
occupancy  shall  be  reasonable  and  shall 
be  contained  in  a  lease.  The  lease  shall 
run  for  a  period  of  at  least  four  (4)  years. 
The  tenant’s  rights  shall  be  in 
accordance  with  the  lease  and  the 
provisions  of  State  and  local  law.  The 
procedures  for  an  automatic  notice  of 
displacement  described  at  24  CFR 
42.205(b)(2)  and  24  CFR  42.207(a)(4)  shall 
not  apply.  In  addition,  the  provisions  at 
24  CFR  42.207(a)(2)  governing  the 
tenant's  maximum  monthly  housing  cost 
(rent  and  estimated  utility  charges) 
during  the  4-year  period  are  modified  to 
read  as  follows: 

(i)  During  the  first  year  of  the  four- 
year  period,  the  tenant’s  monthly 


housing  cost  shall  be  established  at  a 
level  that  does  not  exceed  the  greater  of: 

(A)  Twenty-five  percent  (25%)  of  the 
gross  income  of  all  adult  members  of  the 
household,  or 

(B)  105%  of  the  tenant’s  monthly 
housing  cost  for  the  unit  six  months 
prior  to  issuance  of  the  notice  of  right  to 
continue  in  occupancy. 

(ii)  At  the  end  of  the  first,  second  and 
third  years,  the  monthly  housing  cost 
may  be  increased.  The  monthly 
increase,  however,  shall  not  exceed  the 
sum  of  (A)  the  average  monthly  increase 
jn  the  owner’s  costs  for  utility  charges 
and  property  taxes  over  the  previous 
year,  plus  (B)  five  percent  (5%)  of  the 
monthly  contract  rent  (exclusive  of 
utility  costs)  charges  during  the  prior 
year. 

(6)  Waiver  of  Right  to  Continue  in 
Occupancy.  Nothing  in  these  regulations 
shall  prevent  a  fully  informed  tenant, 
who  will  not  be  required  to  relocate 
permantly,  from  waiving  his  right  to  be 
issued  a  notice  of  right  to  continue  in 
occupancy.  The  waiver  shall  be  in  a 
format  prescribed  by  HUD. 

(7)  Ineligible  Tenants.  Under  the 
following  circumstances,  the  tenant  is 
neither  entitled  to  a  notice  of 
displacement  nor  a  notice  of  rigl.t  to 
continue  in  occupancy,  nor  will  La  or 
she  receive  relocation  assistance: 

(i)  The  tenant  occupies  a  dwelling  and 
the  cost  of  the  rehabilitation  work  that 
is  allocable  to  the  tenant’s  unit  does  not 
exceed  $2,500  and  the  locality 
determines  that  the  tenant  will  not  be 
required  to  move  because  of  the 
rehabilitation.  In  a  building  of  two  or 
more  units,  the  cost  allocable  to  the 
tenant’s  unit  includes  the  pro  rata  share 
of  the  cost  of  work  done  to  common 
elements  of  the  property. 

(ii)  The  tenant  moves  to  the  property 
after  submission  of  the  loan  application 
and  is  notified  in  writing  prior  to 
execution  of  the  lease  about  the 
proposal  and  its  effect  on  him  or  her. 

Subpart  E— Loan  Processing  and 
Administration 

'  §  510.70  General. 

Localities  participating  in  the  Section 
312  Program  shall  be  responsible  for 
performing  the  following  program 
functions  in  accordance  with  applicable 
law,  this  Part  and  other  applicable 
Federal  regulations  and  executive 
orders  and  any  further  requirements 
contained  in  program  forms,  legal 
documents,  and  Handbooks: 

(a)  Selection  of  eligible  areas  in  which 
to  use  the  loan  funds  made  available  by 
the  Secretary,  consistent  with  §  510.22. 

(b)  Selection  of  income  groups  and 
property  types  on  which  to  focus  the 
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available  loan  funds,  as  described  in 
§  510.2  and  §  510.24. 

(c)  Recommendation  of  loan 
applications  to  HUD,  or  approval  of 
loans  under  an  agreement  entered  into 
as  described  in  §  510.72,  Local  Approval 
Authority. 

(d)  Disapproval  of  loan  applications, 
(ej  Publicizing  the  availability  of 

Section  312  loan  funds  in  active  eligible 
areas. 

(f)  Providing  program  information  and 
application  assistance  to  potential  loan 
applicants. 

(g)  Processing  loan  applications  which 
includes,  but  is  not  limited  to,  obtaining 
credit  reports,  employment,  income 
deposit  verifications,'  title  reports, 
appraisals  and  other  pertinent 
information. 

(h)  Making  sound  loan  underwriting 
decisions  on  loan  applications  pursuant 
to  §  510.82. 

(i)  Preparing  cost  estimates,  work 
write-ups  and  detailed  specifications  for 
Section  312-assisted  rehabilitation  work. 

(j)  Preparing  rehabilitation  contract 
documents  and,  where  necessary, 
completing  formal  competitive  bidding 
procedures. 

(k)  Assisting  the  borrower  in  selecting 
qualified  contactors. 

(l)  Completing  loan  settlement  in 
accordance  with  HUD  requirements  and 
assuring  a  valid  and  enforceable  Section 
312  loan. 

(m)  Maintaining  a  rehabilitation 
escrow  account  on  behalf  of  the 
borrower. 

(n)  Perferming  interim  and  final 
inspections  of  the  rehabilitation  work. 

(o)  Assisting  in  resolving  disputes 
between  the  contractor  and  the 
borrower. 

(p)  Assuring  that  the  rehabilitation 
financed  in  whole  or  in  part  by  the 
Section  312  Program  meets  minimum 
property  rehabilitation  standards  for  the 
area. 

(q)  Completing  loan  closeout, 
including  the  proper  disposition  of  all 
funds  in  the  rehabilitation  escrow 
account  in  accordance  with  HUD 
requirements. 

<r)  Assisting  HUD  in  contacting  and 
counseling  borrowers  who  have  become 
delinquent  in  making  payments  on  their 
loans. 

(s)  Assuring  that  the  other  Federal 
requirements  noted  in  Subpart  D  are 
satisfactorily  implemented. 

§  510.72  Local  approval  authority. 

(a)  Agreement.  Section  312 
rehabilitation  loans  may  be  approved  by 
the  HUD  Area  Office  o;"  by  the  locality 
under  a  formal  agreement  between  HUD 
and  the  Chief  Executive  Officer  of  the 
locality.  Loans  approved  under  a  formal 


agreement  with  a  locality  are  contingent 
upon  fund  availability,  and  HUD  shall 
retain  final  commitment  (obligation] 
authority. 

(1)  The  Local  Loan  Approval 
Agreement  shall  be  in  a  form  prescribed 
by  HUD  and  shall  designate  a  Local 
Processing. Agency  (LPA)  within  the 
locality  to  process  the  loans,  and  an 
Approving  Officer  to  approve  or 
disapprove  the  loans. 

(2)  The  Agreement  shall  also  specify 
the  type  of  loans  for  which  the  locality 
will  have  local  approval  authority,  that 
is,  single-family,  multifamily, 
nonresidential,  mixed-use,  or  any 
combination  of  these  types. 

(3)  The  locality  shall  furnish  to  HUD 
information  on  the  LPA  which  has  been 
designated  to  process  Section  312  loans, 
and  the  Approving  Officer  who  will 
make  the  approval/disapproval 
decisions. 

(4)  The  determination  of  whether  an 
LPA  is  qualified  to  process 
rehabilitation  loans  shall  be  made  by 
the  HUD  Area  Office  Manager. 

(5)  The  person  selected  as  Approving 
Officer  must  have  supervisory  or 
executive  level  responsibilities  within 
the  locality.  The  person  shall  also  have 
a  total  familiarity  with  the  Section  312 
Program  requirements  and  policies,  with 
rehabilitation  financing  standards,  and 
with  conventional  underwriting 
principles.  However,  the  person  shall 
not  exercise  any  direct  Section  312  loan 
processing  responsibilities.  The  LPA 
may  designate  an  alternative  Approving 
Officer  who  will  act  in  the  Approving 
Officer’s  absence,  also  subject  to  the 
HUD  approval.  No  individual  may  serve 
as  Approving  Officer  unless  mentioned 
in  the  Agreement.  Once  the  LPA  and 
Approving  Officer  are  found  acceptable, 
HUD  will  prepare  the  Agreement  with 
the  locality. 

(6)  The  Agreement  once  concluded 
with  the  locality  shall  remain  in  effect 
until  cancelled  by  HUD  or  the  locality 
pursuant  to  the  terms  of  the  Agreement. 

(b)  Performance  Monitoring.  Periodic 
monitoring  of  the  LPA’s  performance 
shall  be  undertaken  by  the  Area  Office 
staff  in  accordance  with  the 
requirements  of  §  510.154.  Failure  to 
abide  by  this  part  or  any  other  HUD 
program  requirement  in  the  operation  of 
the  local  Section  312  Program  shall 
result  in: 

(1]  Cancellation  of  the  Agreement  and 
withdrawal  of  local  approval  authority; 

(2]  Temporary  suspension  of  all  or 
part  of  the  local  approval  authority  until 
corrective  measures  are  taken;  and/ or 

(3]  Other  actions  as  described  in 
§  510.156  or  the  Agreement. 

(c)  Agreement  Required.  All 
participating  localities  committing 


$200,000  or  more  annually  in  General 
Use  and/or  Urban  Homesteading 
rehabilitation  loans  for  any  previous  2- 
year  period  shall  be  required  to  assume 
local  approval  authority  for  at  least 
single-family  loans  within  18  months  of 
the  effective  date  of  this  regulation. 
Failure  to  meet  this  requirement  may 
result  in  either  a  reduction  of  loan  fund 
allocation  or  in  total  withdrawal  of  loan 
funds.  All  other  participating  localities 
may  assure  local  approval  authority  if 
they  have  demonstrated  their  capacity 
to  carry  out  either  a  CDBG 
rehabilitation  loan  program  or  a  Section 
312  Loan  Program  that  meets  the  * 
requirements  of  §  510.70. 

(d)  Risk  Sharing.  For  local  approval 
authority  to  be  granted  on  multifamily 
and  nonresidential  loans,  HUD  may 
require  that  the  locality  provide  some  of 
its  own  funds  as  supplementary 
financing  so  that  the  credit  risk  is 
shared.  In  such  cases,  the  Department 
will  place  primary  reliance  on  the 
willingness  of  the  locality  to  accept  a 
share  of  the  risk  or  on  a  detailed  prior 
review  of  local  loan  approval  capacity. 
HUD  will  further  develop  rules  for 
granting  local  approval  authority  for 
multifamily  and  nonresidential  property. 
In  all  instances,  poor  loan  underwriting 
and  other  loan  processing  inadequacies 
are  subject  to  the  sanctions  described  in 
§  510.72(b). 

§  510.74  Property  appraisal. 

(a)  An  appraisal  is  required  for  every 
property  to  be  rehabilitated  under  the 
Section  312  Program  in  order  to 
determine  the  value  of  the  security 
available  for  repayment  of  the  loan. 

(b)  Residential.  For  residential 
property,  an  as-is  appraisal  shall  be 
required.  This  appraisal  represents  the 
price  a  property  will  bring  on  the  open 
market  given  its  current  condition,  its 
adaptability,  and  the  availability  of 
conventional  financing.  The  appraised 
value  shall  take  into  consideration  any 
actual  or  proposed  improvements  in  the 
neighborhood  resulting  from  housing, 
community  and  economic  development 
efforts  by  the  locality, 

(c)  Nonresidential.  For  a 
nonresidential  property,  the  appraisal  is 
an  estimate  of  the  fair  market  value  of 
the  property  after  rehabilitation.  This 
estimate  of  value  shall  include 
consideration  of  the  impact  of  the 
property  improvements  and  any  actual 
or  proposed  upgrading  of  the 
surrounding  area  resulting  from  housing, 
community  and  economic  development 
efforts  by  the  locality. 

(d)  Mixed-use.  For  mixed-use 
property,  the  appraisal  will  include  the 
as-is  value  for  the  entire  property  and 
the  estimated  fair  market  value  of  the 
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nonresidential  portion  of  the  property 
after  rehabilitation.  The  after 
rehabilitation  value  shall  take  into 
consideration  the  upgrading  of  the 
surrounding  neighborhood. 

(e)  Appraisal  responsibility.  The  LPA 
shall  arrange  for  appraisals  by  HUD- 
approved  appraisers  on  properties 
involving  loans  of  $250,000  or  more.  For 
loans  of  less  than  $250,000,  the 
appraisals  shall  be  made  either  by 
qualified  local  staff  or  by  fee  appraisers. 
The  LPA  shall  maintain  adequate 
documentation  to  support  the 
qualifications  of  the  appraiser  and  the 
adequacy  of  the  appraisal. 

§  510.76  Financial  verifications. 

(a)  Forms  of  verification.  The 
financial  ability  of  the  applicant  shall  be 
verified  by  the  LPA  for  the  purpose  of 
making  the  required  determinations 
under  Section  510.82(a)(3)  concerning 
the  ability  to  repay  the  rehabilitation 
loan.  Determination  of  the  applicant’s 
ability  to  repay  will  require  verification 
of  sources  which  may  include 
employment,  bank  deposits,  earnings, 
credit  reports,  public  assistance 
payments,  alimony  and/or  child  support. 

Financial  verifications  shall  be  done 
either  by  using  the  financial  verification 
forms  developed  by  HUD  or  other  forms 
of  documentation  such  as  employment 
verfication  by  W-2  forms  and  payroll 
check  stubs.  Deposits  may  be  verified 
with  documentation  such  as  passbooks. 
Earnings  may  be  checked  with  printed 
statements.  In  all  cases,  data  must  be 
adequate  to  make  a  sound  credit 
decision. 

(b)  Compliance  with  other  Federal 
Requirements.  Financial  verification 
under  this  Section  is  subject  to 

§  510.50(a)(6)  of  this  part.  Right  to 
Financial  Privacy  Act.  The  disclosure  of 
information  identifiable  as  pertaining  to 
individual  Section  312  applicants  and 
recipients  is  subject  to  §  510.50(5), 
Freedom  of  Information  and  Privacy 
Acts. 

§  510.78  Rehabilitation  contract 
development. 

The  borrower,  as  described  in 
§  510.80,  may  act  as  his  own  contractor 
or  may  hire  a  recognized  general 
contractor,  who  has  a  license  where 
applicable,  with  an  established  track 
record  in  performing  as  a  general 
contractor  for  the  types  and  level  of 
proposed  construction  as  described  in 
this  part. 

(a)  Contract  Requirements.  (1)  Where 
the  borrower  is  hiring  a  general 
contractor,  a  written  contract  between 
them  shall  be  required.  At  a  minimum, 
the  contract  shall  include: 


(1)  The  specifications  of  the  work  to  be 
performed: 

(ii)  The  bid  and  proposal  of  the 
contractor; 

(iii)  The  times  within  which 
performance  and  payment  are  required: 

(iv)  All  other  provisions  necessary  to 
describe  the  responsibilities  of  both  the 
borrower  and  the  contractor,  including  a 
one  year  warranty  on  all  work 
performed:  and 

(v)  All  provisions  necessary  to  comply 
with  the  Federal  statutes  and 
regulations  which  apply  to  Section  312 
construction  contracts,  including  labor 
standards  (§  510.50(a)(3)),  Executive 
Order  11246  (§  510.50(b)(1)),  and  lead- 
based  paint  (§  510.50(b)(7)). 

(2)  Where  the  borrower,  while  not  a 
recognized  general  contractor,  is  acting  as 
his/her  own  general  contractor,  written 
contracts  with  each  subcontractor  are 
required  pursuant  to  §  510.80  and  the 
contract  provisions  of  paragraph  (a)(1) 

of  this  section. 

(3)  Where  the  borrower  is  a  » 
recognized  general  contractor,  who  has 
a  license  where  applicable,  with  an 
established  track  record  in  performing 
as  a  general  contractor  for  the  types  and 
level  of  proposed  construction  as 
described  in  this  Part,  an  agreement 
between  the  borrower  and  LPA 
containing  the  provisions  cited  in 
paragraphs  (a)(l)(i)  through  (v)  of  and 
which  conforms  with  the  requirements 
pursuant  to  paragraph(b)(2)(iii)  of  this 
section  shall  be  required. 

(b)  Contract  Development.  The  LPA 
shall  provide  technical  assistance  in 
contract  development  as  described  in 
this  §  510.78(b). 

(1)  Determining  the  scope  of  work  and 
cost  estimates.  While  preliminary  code 
enforcement  inspections  and  notices  of 
violations  are  not  required  by  HUD,  the 
work  write-up  shall  be  prepared  and 
include  all  work  necessary  to  meet  the 
Property  Rehabilitation  Standards  for 
the  eligible  area  in  which  the  property  is 
located.  Any  work  necessary  to  comply 
with  the  Federal  requirements  described 
in  §  510.50(b)  shall  also  be  included. 
Finally,  the  work  write-up  shall  also 
include  all  the  work  necessary  to 
provide  the  Government  with  a  property 
sound  enough  to  qualify  as  an 
acceptable  financial  risk.  Prior  to  loan 
approval,  firm  bids  shall  be  obtained,  or 
an  agreement  with  the  borrower 
developed  pursuant  to  §  510.80(b),  for  all 
work  included  in  the  work  write-up, 
whether  financed  by  the  Section  312 
loan  or  by  supplementary  financing.  For 
work  estimated  to  cost  under  $27,000, 
the  borrower  in  conjunction  with  a 
contractor  may  provide  a  detailed  work 
write-up  and  cost  estimate.  For  work 
estimated  to  cost  more  than  $27,000,  the 


borrower  with  assistance  from  an 
independent  third  party  such  as  an 
architectural  or  engineering  firm  may 
prepare  all  or  a  portion  of  the  detailed 
work  write-up  and  cost  estimate.  The 
LPA  will  then  be  required  to  conduct  a 
physical  inspection  of  the  property 
relating  to  tbe  planned  scope  of  work 
and  prepare  and  independent  cost 
estimate  in  order  to  assure  that  the  work 
is  sufficient  to  meet  the  PRS  and  that  the 
cost  is  reasonable.  In  all  cases  where 
the  borrower  does  not  provide  the  work 
write-up  and  cost  estimate  the  LPA  shall 
prepare  a  detailed  work  write-up  and 
cost  estimate  as  a  basis  for  negotiating 
the  contract.  In  either  case,  when 
negotiation  is  used,  the  LPA  shall  not 
accept  proposals  which  exceed  the 
initial  U’A  cost  estimate  by  more  than 
10  percent. 

(2)  Obtaining  contractors’  bids  and 
proposals.  For  rehabilitation  estimated 
to  cost  over  $27,000,  the  contractor  shall 
be  selected  by  formal  competitive 
bidding,  under  written  procedures 
developed  by  the  LPA  Rehabilitation 
projects  estimated  to  cost  less  than 
$27,000  may  utilize  negotiation  to  select 
a  contractor.  The  borrower  and  the  LPA 
are  encouraged,  but  not  required,  to 
negotiate  with  more  than  one  contractor. 
Negotiations  may  also  be  used  when 
competitive  bidding  is  infeasible  or 
unreasonable  for  projects  over  $27,000, 
with  the  approval  of  the  HUD  Area 
Manager. 

(3)  Contractor  Selection.  The 
borrower  is  responsible  for  selection  of 
the  contractor.  The  borrower  shall  select 
the  low  bidder  or  another  bidder  at  a 
bid  price  within  10  percent  of  the  LPA 
cost  estimate  for  the  work.  If  the 
borrower  wishes  to  select  a  contractor 
whose  bid  is  more  than  ten  percent 
higher  than  the  LPA’s  cost  estimate  for 
the  work  included,  the  borrower  may  do 
so  provided  that  the  borrower  escrows 
at  time  of  settlement  or  provides  a  letter 
of  commitment  pursuant  to  §  510.86(b), 
the  sxipplementary  financing  in  the 
amount  by  which  the  contract  price 
exceeds  the  LPA’s  cost  estimate  plus  ten 
percent.  However,  in  order  to  assure  • 
HUD,  as  lender,  of  the  contractor’s 
qualifications  and  of  compliance  with 
Federal  requirements,  the  LPA  shall 
concur  in  the  award  of  the  contract. 

Prior  to  concurrence,  the  LPA  shall 
assure  that  each  contractor  has 
adequate  worker’s  compensation, 
comprehensive  public  liability,  and 
property  damage  insurance.  'The  LPA 
shall  apply  standards  for  approval  of 
contractors  in  a  manner  which  complies 
with  §  510.50(b)(1).  Also,  the  locality 
shall  encourage  the  participation  of 
minority  and  small  local  contractors  in 
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the  Section  312  Program  by  helping  to 
reduce  their  problems  with  insurance, 
bonding,  credit,  or  skills  training.  CDBG 
funds  may  be  used  for  this  purpose,  to 
the  extent  permitted  by  24  CFR  570.206. 

(4)  Contract  preparation  and  award. 
The  LPA  shall  prepare  the  contract  and 
assist  the  borrower  in  its  execution,  as 
described  in  §  510.84(a)(7). 

§  510.80  Self-help  sweat  equity. 

(a)  Self-Help  Concept.  Rehabilitation 
work  may  be  undertaken  by  the 
borrower,  including  cooperatives, 
corporations  or  partnerships,  using  their 
own  labor;  by  acting  as  a  general 
contractor  and  supervising  the  hiring 
and  work  of  all  subcontractors;  by 
acting  as  a  subcontractor  for  a 
particular  task;  or  by  some  combination 
of  these  methods.  Where  subcontractors 
are  utilized  in  part,  the  borrower  will 
have  separate  written  contracts  with 
each  contractor  performing  work  which 
shall  include  those  provisions  listed  in 

§  510.78(a)(1).  The  self-help  concept  may 
be  used  on  any  of  the  eligible  properties 
under  the  Section  312  Program. 

(b)  Self-Help  Agreement.  For  those 
portions  of  the  work  to  be  accomplished 
by  the  borrower,  either  by  his  own 
labor,  or  by  acting  as  a  general 
contractor,  an  agreement  shall  be 
executed  between  the  LPA  and  the 
borrower  which  sets  forth  the  minimum 
conditions  for  accomplishing  the  work. 
This  Self-Help  Agreement  shall  contain: 

(1)  The  specifications  and  scope  of 
work  to  be  done  by  the  borrower  and  by 
subcontractors; 

(2)  A  reasonable  time  schedule  for 
completion; 

(3)  Alternate  means  of  accomplishing 
the  work  if  the  borrower  is  unable  or 
unwilling  to  do  so; 

(4)  A  method  of  selecting  and 
managing  subcontractors; 

(5)  Cost  estimates  for  materials  and 
equipment  to  be  used  by  the  borrower 
and  for  the  work  to  be  done  by  . 
subcontractors; 

(6)  Compliance  standards  for 
applicable  Federal,  State  and  local 
requirements;  and 

(7)  Sanctions  to  be  applied  if  the  work 
is  not  completed  properly  or  is  unduly 
delayed. 

(c)  Technical  Assistance.  When  the 
borrower  serves  as  general  contractor, 
the  LPA  shall  provide  technical 
assistance  as  needed  under 

§  510.78(b)(1)  for  determining  the  scope 
of  work  and  cost  estimate,  clearly 
differentiating  which  work  will  be 
completed  by  the  borrower  and  which 
work  will  be  completed  by 
subcontractors.  Construction  assistance, 
in  the  form  of  counseling  and  guidance 
to  the  borrower  on  construction 


techniques,  may  be  provided  by  the  LPA 
or  its  designee  as  necessary.  A  written 
contract  between  the  borrower  and  each 
subcontractor  is  required  and  shall  be 
reviewed  by  the  LPA  prior  to  the 
approval  of  the  loan.  The  LPA  shall 
inspect  and  ensure  the  proper 
installation  of  materials  and  equipment. 
During  the  progress  of  the  work  of  each 
subcontractor,  20  percent  of  payment 
will  be  retained.  However,  upon 
satisfactory  completion  of  an  individual 
subcontract,  the  entire  amount  due  may 
be  released  from  the  rehabilitation 
escrow  account. 

(d)  Compensation  to  Borrower.  For 
work  accomplished  directly  by  the  labor 
of  the  borrower,  the  rehabilitation  loan 
amount  shall  not  include  funds  to  pay 
the  borrower  or  family  members  for 
their  labor.  Disbursements  from  the 
rehabilitation  escrow  account  for 
specified  materials  and  equipment  may 
be  made  only  after  proper  installation. 

In  addition,  no  compensation  allowance 
may  be  made  to  the  borrower  from  loan 
proceeds  for  his/her  performance  of  the 
function  of  general  contractor.  However, 
subcontractors  who  are  under  contract 
with  the  borrower,  acting  as  general 
contractor,  may  include  profit  and 
overhead  in  their  bid  amounts. 

(e)  Contingency  Factor.  For 
rehabilitation  loans  utilizing  the  self- 
help  process,  the  Area  Manager  may 
allow  up  to  a  15  percent  contingency,  if 
appropriate,  as  an  includable  cost  imder 
§  510.38. 

§  510.82  Loan  Approval:  Required 
Determinations. 

In  connection  with  approving  a 
Section  312  rehabilitation  loan  subject  to 
HUD  fund  availability,  the  locality 
whether  or  not  it  has  local  loan  approval 
authority,  shall  determine  that: 

(a)  The  loan  is  an  acceptable  risk,' 
taking  inta  consideration — (1)  The  need 
for  the  rehabilitation. 

(2)  The  security  available  for  the  loan. 
As  noted  in  §  510.42  all  loans,  except  as 
specibed  in  paragraph  (c),  shall  be 
secured  by  a  recorded  lien  on  the 
property.  The  following  provisions  shall 
be  utilized  where  applicable,  to  improve 
the  security  available  for  the  loan: 

(i)  In  cases  in  which  a  corporation  is 
the  applicant,  the  authorized  Officer  of 
the  corporation  shall  execute  the 
promissory  note  and  mortgage  on  behalf 
of  the  corporation.  When  there  is  little 
or  no  net  worth  in  a  for-profit 
corporation  beyond  the  property 
involved  in  the  loan  or  there  are  other 
factors  associated  with  the  loan 
application  which  call  into  question  the 
acceptability  of  the  promissory  note  and 
mortgage  being  executed  on  behalf  of 
the  corporation,  the  Approving  Officer 


may  require  a  corporate  officer  or  the 
principal  stockholder  to  personally 
guarantee  the  Section  312  loan  and  to 
co-sign  the  promissory  note.  The  assets 
of  the  personal  signatory  shall  be 
sufficient  to  add  materially  to  the 
security  of  the  loan. 

(ii)  In  cases  of  joint  ownership  or 
when  a  partnership  or  trust  is  the 
applicant,  the  Section  312  loan  shall  be 
considered  a  recourse  loan  and  all 
partners  or  trustees  shall  have  personal 
liability  for  repayment  of  the  Section  312 
loan.  Limited  partners  shall  assume 
personal  liability  by  co-signing  the  note 
as  a  borrower  or  by  personally 
guaranteeing  the  loan. 

(iii)  Any  personal  guarantee  or 
endorsement  by  an  individual  shall  not 
relieve  the  partnership,  trust  or 
corporate  applicant  from  being  required 
to  secure  the  Section  312  loan  with  a 
mortgage  or  deed  of  trust  on  the 
property  to  be  rehabilitated. 

(3)  The  ability  af  the  applicant  to 
repay  the  laan.  This  shall  include 
judgments  on  the  applicant’s  history  of 
debt  repayment  as  well  as  the  actual 
sources  and  amounts  comprising  the 
applicant’s  income  and  expenses.  In 
cases  where  an  investor  owned  property 
only  marginally  produces  enough 
income  to  cover  expenses  and  the  loan 
repayment,  the  applicant’s  strong 
financial  condition  and  ability  to  repay 
the  loan  may  support  a  finding  of 
acceptable  risk. 

(4)  The  sufficiency  of  funds  for 
rehabilitation.  This  consideration  means 
assurance  that  funding  from  all  sources 
will  be  sufficient  to  finance  all  required 
rehabilitation. 

(b)  The  applicant  is  unable  to  secure 
the  necessary  funds  to  finance  the 
required  rehabilitation  from  other 
sources  upon  comparable  terms  and 
conditions.  Other  sources  in  this  context 
refers  to  conventional  financing  and 
does  not  include  other  Federal,  State  or 
local  funding  programs  providing 
rehabilitation  financing,  such  as  CDBG. 

(c)  The  loan  will  comply  with  all  other 
requirements  of  this  Part. 

(d)  Loans  which  do  not  meet  these 
standards  shall  be  disapproved  and  the 
applicant  informed  under  the  provisions 
of  the  Equal  Credit  Opportunity  Act  of 
1976,  pursuant  to  §  510.50(b)(l)(vi). 

§  510.84  Loan  settlement 

(a)  Standard  Loan  Settlement  Loan 
settlement  and  disbursement  of  Section 
312  rehabilitation  loan  funds  shall  be 
accomplished  by  the  LPA  according  to 
the  following  procedures: 

(1)  Prepare  and  have  the  borrower 
execute  the  promissory  note  and 
mortgage,  deed  of  trust,  or  other  loan 
security  instrument  as  required  by 
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§  510.42,  and  as  approved  by  the  LPA 
counsel; 

(2)  Prepare  and  have  the  borrower 
execute  die  Rent  Regulatory  Agreement 
if  required  under  §  510.102; 

(3)  Take  actions  to  assure  that 
settlement  complies  with  Federal  Labor 
Standards;  Environmental 
Requirements;  Equal  Opportunity  and 
Truth-in-Lending  Requirements;  and 
Real  Estate  Settlement  Procedures, 
pursuant  to  §  510.50; 

(4)  Ensure  that  necessary  and 
adequate  insurance  policies  such  as  fire, 
flood,  disaster  and  extended  coverage 
are  in  force  and  all  taxes  and  special 
assessments  are  paid  to  date  of  loan 
settlement  and  provision  is  made  for 
collection  of  monthly  escrow  payments 
for  these  items  unless  a  lender  with  a 
senior  position  is  collecting  such 
escrows; 

(5)  For  refinancing,  ensure  that  a  full 
statement  of  amounts  due  for  all  loans 
or  mortgages  to  be  discharged  is 
available; 

(6)  Advise  the  borrower  of  the  loan 
repayment  schedule  including  escrow 
accounts,  the  servicer’s  name  and 
address,  and  the  date  the  first  loan 
payment  is  due; 

(7)  Have  the  borrower  execute  the 
rehabilitation  contract  and  proceed 
order,  to  be  effective  after  the  full 
discharge  of  rescission  rights  under  the 
Truth-in-Lending  Act  of  1968; 

(8)  Have  the  LPA’s  counsel  participate 
as  may  be  necessary  to  assure  the  legal 
enforceability  of  the  loan  documents 
and  the  priority  of  the  lien  of  the  loan 
security  instrument  in  accordance  with 
the  approved  loan  application; 

(9)  If  the  cost  of  rehabilitation  work 
exceeds  the  amount  of  the  loan 
approved,  then  supplemental  financing 
provided  by  the  borrower  shall  be 
provided  in  a  manner  described  in 

§  510.86(b). 

(10)  After  settlement,  the  LPA  shall 
ensure  that: 

(i)  All  loan  funds  are  disbursed  from 
the  rehabilitation  escrow  account 
properly  as  provided  under  §  510.86. 

(11)  Documentation  of  full  discharge 
and  release  of  all  secured  loans  or 
eligible  installment  land  sales  contracts 
proposed  to  be  paid  by  refinancing  is 
obtained; 

(iii)  Section  312  loan  documents  are 
promptly  and  properly  recorded: 

(iv)  Within  the  time  prescribed  by 
HUD,  all  appropriate  documentation  is 
forwarded  to  the  HUD  Area  Office:  the 
necessary  loan  documents  are  sent 
directly  to  the  servicer:  and  FNMA  is 
notified  of  the  transaction  by  the 
submission  of  a  copy  of  Forms  HUD- 
6230  or  -6243  and  -6236. 


(b)  Standard  Disbursement.  Under  the 
standard  loan  settlement  procedure,  a 
check  for  the  full  rehabilitation  loan 
amount  shall  be  requested  from  the 
HUD  Accounting  Office,  endorsed  by 
the  borrower  at  settlement  and 
deposited  in  the  escrow  account; 
disbursements  from  escrow  may  also  be 
made  at  settlement  to  reimburse  the 
LPA  for  eligible  incidental  costs 
advanced  to  the  applicant;  and  to 
discharge  the  debts  under  refinancing 
procedures  (§  510.40).  The  borrower’s 
repayments,  including  principal  and 
interest  shall  begin  as  specified  at 
settlement.  The  contractor  shall  be  paid 
from  the  escrow  account  as  the  work 
progresses  under  the  procedures  of 

§  510.88. 

(c)  Modified  Loan  Settlement.  (1)  For 
rehabilitation  loans  over  $60,000  or 
where  the  rehabilitation  work  is  to  take 
more  than  4  months,  a  modified  loan 
settlement  and  disbursement  procedure 
shall  be  used  by  the  LPA  staff  unless  the 
Area  Office  determines  that  such 
procedure  will  not  provide  adequate  lien 
priority  and  security  under  State  and 
local  law. 

(2)  In  addition,  the  modified  procedure 
may  be  used  for  loans  with  one  or  more 
of  the  following  characteristics  upon 
concurrence  of  the  HUD  Area  Office  for 
each  such  loan. 

(i)  Investor-owned  residential 
property  which  will  be  vacant  during  the 
rehabilitation  work  and  will  not  be 
generating  income; 

(ii)  Owner  occupied  residential 
property  which  will  be  vacant  during  the 
rehabilitation  work,  causing  double 
housing  expenses  for  Ihe  borrower; 

(iii)  Rehabilitation  work  which 
requires  supplemental  loans  to  bring  the 
property  up  to  code  standards;  and 

(iv)  Special  situations  which  involve 

disbursement  difficulties  such  as  loans 
on  mixed-use  or  nonresidential  * 

properties  with  several  tenants  receiving 
loans. 

(3)  Under  themodified  loan  settlement 
procedure  a  realistic  loan  amount  shall 
be  estimated  prior  to  loan  approval, 
taking  into  consideration  construction 
time  and  probable  interest  to  be 
accrued,  plus  the  costs  of  insurance  and 
taxes  over  this  time  period.  The 
maximum  allowable  contingency 
amount  under  §  510.38  shall  be 
increased  up  to  an  additional  five 
percent  when  the  modified  loan 
settlement  procedure  is  used.  However, 
this  additional  contingency  amount  shall 
not  be  used  for  construction  cost 
overruns.  It  shall  cover  costs  due  to 
unexpected  time  delays  and  subsequent 
increases  in  the  amounts  for  accrued 
interest,  taxes,  and  insurance  payments. 


(4)  The  standard  settlement  procedure 
described  in  paragraph  (a)(1)  through 
(10)  of  this  section  shall  apply.  However, 
they  shall  be  modified  where  necessary 
to  accommodate  the  modified 
disbursement  procedure.  In  particular: 

(i)  Truth-in-Lending  disclosures  shall 
be  estimated  amounts  based  on 
projected  start  and  completion  of 
construction  and  the  variable  payment 
request  schedule;  and 

(ii)  Calculation  of  the  actual  loan 
amount  and  establishment  of  the 
repayment  schedule  shall  occur  after  the 
final  inspection  for  satisfactory  work  is 
completed  and  the  final  check  is 
requested  and  disbursed  appropriately. 

(d)  Modified  Disbursement.  One  or  a 
series  of  checks  shall  be  requested  from 
the  HUD  Accounting  Office  as  needed 
for  actual  disbursement  from  the 
rehabilitation  escrow  account.  Interest 
shall  accrue  only  on  the  amounts 
requested  and  only  from  the  dates  of  the 
checks.  No  monthly  payments  by  the 
borrower  will  be  due  until  the  final  loan 
check  has  been  disbursed  or  at  a  point 
prescribed  by  HUD.  The  interest  which 
accrues  during  construction  and 
payments  for  taxes  and  insurance 
during  construction  shall  be  included  in 
the  loan  amount  to  be  amortized  over 
the  remaining  term  of  the  loan.  The 
actual  amount  of  the  monthly  payment 
will  depend  on  construction  time  and 
cost,  the  interest  accrued,  and  the  taxes 
and  insurance  costs  during  construction. 
The  remainder  of  the  initially  estimated 
loan  amount  which  is  not  used  for  these 
costs  shall  be  disbursed  under  the 
provisions  of  §  510.86(c)(2). 

§  510.86  Management  of  rehabilitation 
escrow  account. 

(a)  Accounts.  The  LPA  shall  maintain 
one  or  more  bank  accounts  as  the 
depository  for  all  rehabilitation  loan 
funds,  as  well  as  for  supplemental  funds 
provided  by  the  borrower.  The 
account(s)  shall  be  separate  and  distinct 
from  all  other  accounts  maintained  by 
the  LPA  and  be  for  the  sole  purpose  of 
depositing  rehabilitation  loan  funds. 
Localities  are  encouraged  to  open 
accounts  in  minority  lending  institutions 
and/or  institutions  that  promote  and 
support,  by  lending  practice,  the 
localities’  community  development 
objectives. 

(b)  Supplemental  Funds.  Supplemental 
funds  needed  to  complete  rehabilitation 
work  which  are  provided  by  means  of  a 
commitment  from  a  recognized  lending 
institution,  or  a  grant  or  loan  from  other 
Federal,  State,  or  local  rehabilitation 
programs  may  either  be  deposited  in  the 
escrow  account  or  be  applied  directly  to 
payment  for  the  rehabilitation  work.  If 
applied  directly,  such  funds  shall  be  set- 
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aside  for  the  rehabilitation  work  under  a 
legally-binding  commitment  and  shall 
generally  be  used  in  full  prior  to  any 
disbiusements  being  made  from  the 
escrow  account.  For  supplemental  funds 
provided  in  cash  by  the  borrower,  these 
shall  be  deposited  in  the  escrow  account 
at  or  prior  to  loan  settlement  to  assure 
their  availability  for  the  rehabilitation 
work. 

(c)  Disbursements.  (1)  Disbursements 
from  the  rehabilitation  escrow  account 
shall  be  by  check  and  shall  be  made 
payable  jointly  to  the  borrower  and  one 
or  more  other  payees  except  as 
otherwise  permitted  by  the  Section  312 
loan  documents.  After  securing  the 
borrower’s  endorsement  on  the  check, 
the  LPA  shall  transmit  it  to  the  other 
payees.  In  lieu  of  this  system,  a  voucher 
process  by  which  the  borrower, 
inspector,  and  payee  approve  the 
request  for  payment  in  writing  may  be 
substituted. 

(2)  If  the  rehabilitation  costs  are  less 
than  anticipated  and  unutilized  funds 
remain  in  the  account,  the  funds  may  be 
disbursed  in  the  following  order. 

(i)  To  the  borrower,  as  a 
reimbursement  for  supplementary  funds 
originally  made  available  as  a  cash 
deposit  in  the  escrow  account.  In  no 
instance  shall  the  reimbursement  be  in 
excess  of  the  cash  deposit  made  by  the 
borrower; 

(iij  To  the  principal  amount  of  the 
supplemental  loan,  for  any  additional 
funds  made  available  through 
conventional  financing  or  other  Federal, 
State  or  local  rehabilitation  assistance 
programs;  and 

(iii)  To  the  principal  amount  of  the 
Section  312  loan. 

(d)  Cost  Overruns.  If  the  rehabilitation 
costs  are  greater  than  anticipated,  and 
the  scope  of  work  cannot  be  decreased, 
the  additional  funds  needed  shall  be 
obtained  from  the  borrower  and 
immediately  deposited  in  the 
rehabilitation  escrow  account.  However, 
if  the  reasons  for  the  cost  overrun  were 
clearly  beyond  the  control  cf  the 
borrower,  then  a  new  loan  application 
for  the  total  adjusted  rehabilitation  cost 
may  be  processed  and  approved,  subject 
to  availability  of  funds  from  HUO,  if  it 
does  not  exceed  the  Section  510.36  loan 
limits,  and  meets  the  other  requirements 
of  this  Part.  Since  the  loan  amount  will 
be  increased,  a  new  loan  settlement 
must  be  conducted  as  described  in 
Section  510.84.  If  loan  limits  are 
exceeded,  then  the  excess  funds  needed 
to  complete  the  work  shall  be  obtained 
from  the  borrower. 

(e)  Fund  Accountability.  The 
Secretary  and  the  Comptroller  General 
of  the  United  States,  or  their  designees, 
shall  have  access,  for  the  purpose  of 


audit  and  examination,  to  the  books, 
documents,  and  records  of  the  locality 
and  the  LPA  related  to  the 
administration  of  the  Section  312  Loan 
Program.  Records  shall  be  retained  for 
the  life  of  the  loan  or  for  such  shorter 
period  as  may  be  prescribed  by  the 
Secretary. 

§  5 1 0.88  Inspection  monitoring  and 
progress  payments. 

(a)  Inspections.  (1)  Progress  and  final 
payments  to  the  contractor,  or  to  the 
materials  supplier  where  a  line  of  credit 
is  established  in  the  case  of  self-help 
projects,  shall  only  be  made  after  the 
work  has  been  inspected  and  found  to 
be  in  compliance  with  the  contract  and 
with  the  PRS. 

(2)  The  LPA  is  responsible  for 
securing  inspections  on  all  properties 
where  the  Section  312  loan  amount  is 
less  than  $250,000. 

(3)  On  properties  with  Section  312 
loans  of  $250,000  or  more,  HUD  and  the 
LPA  staff  shall  make  joint  inspections, 
as  appropriate. 

(b)  Holdback.  (1)  A  holdback  of  20 
percent  of  the  value  of  the  work 
completed  for  each  progress  payment  to 
the  general  contractor,  and 
subcontractors  under  self-help/sweat 
equity  loans  is  required  during 
construction.  Upon  inspection  and 
certification  of  completion  in 
accordance  with  the  contract  and 
applicable  PRS,  the  final  construction 
payment,  including  the  holdback 
amount,  may  be  approved  by  the  LPA, 

(2)  The  HUD  Rehabilitation 
Management  Specialist  may  authorize  a 
reduction  of  the  holdback  on 
multifamily,  self-help/sweat  equity  and 
nonresidential  projects  to  10  percent  of 
the  value  of  the  work  completed  for 
each  progress  payment  provided  that: 

(i)  The  likelihood  of  construction 
completion  is  not  jeopardized;  and 

(ii)  Local  progress  inspections  are 
thorough  and  accurate. 

(3)  A  further  reduction  to  5  percent 
holdback  on  multifamily,  self-help/ 
sweat  equity  and  nonresidential  projects 
may  be  approved  on  a  case-by-case 
basis  in  the  form  of  a  waiver  by  the 
Area  Manager  if  paragraph  (b)(2]  (i]  and 
(ii)  of  this  section  are  met,  and  the 
contractor/owner  obtains  a  performance 
guarantee,  performance  bond,  or  letter 
of  credit  satisfactory  to  the  Area 
Manager. 

(c)  Payments.  For  progress  and  final 
payments  that  the  LPA  is  prepared  to 
approve  after  inspection,  in  accordance 
with  this  Section,  the  LPA  shall  process 
a  disbursement  from  the  rehabilitation 
escrow  account  as  provided  in 

§  510.86(c).  After  a  final  inspection 
determines  that  the  rehabilitation  work 


has  been  completed,  the  LPA  shall 
obtain  a  release  of  liens  from  the 
contractor  and  all  subcontractors,  and  a 
copy  of  each  warranty  on  the  work.  Any 
work  not  completed  in  accordance  with 
the  construction  contract  and  PRS  shall 
be  corrected  by  the  contractor,  or  else 
no  payment  shall  be  authorized  by  the 
LPA. 

(d)  Monitoring.  The  LPA,  to  the 
maximum  extent  feasible,  shall  cause 
the  contractor  to  correct  any 
deficiencies  in  work  covered  under  the 
contract  within  the  one  year  warranty 
period.  The  LPA  shall  determine  when  it 
has  completed  its  best  efforts  to  obtain 
corrective  action,  and  shall  not  be 
required  to  institute  legal  action  on 
behalf  of  the  borrower. 

Subpart  F— Special  Requirements 
Applicable  on  Multifamily  Loans,  Mixed 
Use  Properties  With  More  Than  Five 
Units,  and  Single  Family  Investor 
Owned  Properties 

§  510.100  General. 

(a)  Assurances.  The  locality  shall 
certify  in  Block  N  of  the  loan  application 
HUD-6243  that:  “The  property  is  located 
in  a  low-  and  moderate-income 
neighborhood  as  defined  in  24  CFR 
570.302(d){2)(i)  or  at  least  51  percent  of 
the  property’s  initial  tenants  after 
rehabilitation  will  be  low-  and 
moderate-income  (tenants  whose  gross 
annual  family  income,  adjusted  for 
family  size,  does  not  exceed  95  percent 
of  the  median  income  for  the  area).  The 
loan  is  consistent  with  the  locality’s 
current  overall  community  development 
strategy  developed  pursuant  to  Title  I  of 
the  Housing  and  Community 
Development  Act  of  1974’’. 

(b)  Maximum  Unit  Exception.  The 
property  must  have  fewer  than  100  units 
after  rehabilitation  unless  HUD 
determines  that  the  loan  is  essential  to 
meet  the  community  development  needs 
of  a  neighborhood  and  alternative 
sources  of  financing  are  not  available. 
The  Area  Manager  is  hereby  authorized 
to  grant  an  exception  to  the  100  unit 
limit.  Exceptions  must  be  requested  in 
writing  by  the  locality  to  the  Area 
Manager  and  must  include  clear 
evidence  of  the  importance  of  the 
specific  project  to  the  community 
development  needs  of  the  neighborhood 
in  which  the  property  is  located.  The 
Area  Manager  is  authorized  to  approve 
the  locality’s  request,  if  the  Area 
Manager  finds  that: 

(1)  "The  rehabilitation  of  the  project 
will  provide  needed  housing  units  for 
low-  and  moderate-income  tenants,  or 

(2)  The  revitalization  of  the  target 
area  would  be  significantly  hindered  if 
the  property  were  not  rehabilitated. 
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(3)  Under  either  paragraphs  (b)  (1)  or 

(2)  of  this  section,  alternate  sources  of 
’  Hnancing  which  would  be  adequate  for 
the  specific  project  are  not  available. 

§  510.102  Rent  regulatory  agreement. 

(a)  Agreement.  A  Rent  Regulatory 
Agreement  shall  be  executed  at  loan 
settlement  for  all  multifamily  and 
investor  owned  single-family  properties 
rehabilitated  with  Section  312  fimds,  for 
the  purpose  of  limiting  the  rate  of  return 
to  the  borrower  through  increased  rents 
caused  by  the  rehabilitation  of  the 
property  over  the  first  5  years  of  the 
loan  commencing  on  the  completion  of 
rehabilitation  work.  Such  an  agreement 
shall  be  between  the  borrower  and  the 
United  States  of  America  acting  by  and 
through  the  Secretary  of  Housing  and 
Urban  Development  and  shall  be 
executed  by  the  HUD  Area  Manager  or 
his/her  designee  on  behalf  of  the 
Secretary,  llie  agreement  shall  be  in  a 
form  prescribed  by  HUD  and  shall 
include,  among  other  loan  information; 

(1)  The  total  monthly  rents  that  may 
be  charged  for  all  dwelling  units  in  the 
property  computed  in  accordance  with 
paragraph  (b)  of  this  section; 

(2)  A  provision  to  allow  increases  in 
such  total  monthly  rents  to  cover 
increases  in  operating  costs,  including 
property  taxes,  insurance,  utilities, 
maintenance,  and  other  reasonable 
costs.  Such  increases  in  costs  shall  be 
documented  in  the  files  of  the  borrower, 
to  be  maintained  for  HUD  inspection  at 
its  option  for  a  period  of  2  years 
following  the  expiration  of  the 
agreement.  The  borrower  shall  notify 
the  UPA  administering  the  loan  and  all 
original  tenants  still  in  tenancy  of  any 
rent  increases  above  the  initial  allowed 
maximum  and  the  reasons  therefor 
during  the  period  of  the  agreement; 

(3)  A  provision  for  declaring  the  loan 
in  default  and/or  for  taking  other 
appropriate  legal  action  if  the  borrower 
fails  to  correct  violations  of  the  Rent 
Regulatory  Agreement; 

(4)  A  provision  that  the  tenants  of  the 
property  be  provided  with  information 
in  writing  by  the  borrower  regarding  the 
terms  of  the  Rent  Regulatory  Agreement; 

(5)  A  provision  that  pre-existing  debt 
and  other  rehabilitation  financing  on  the 
property  may  be  calculated  into  the 
Rent  Regulatory  Agreement  if  the 
original  term  is  at  least  ten  years 
pursuant  to  paragraphs  (b)(1)  (ii)  and 
(iv)  of  this  section.  However,  if  the  term 
of  the  existing  debt  expires  within  the 
first  four  years  of  the  agreement,  the 
amount  of  annual  principal  and  interest 
payments  on  such  debt  must  be 
subtracted  from  the  figure  used  in 
paragraph  (b)(1)  (ii)  and  (iv)  of  this 
section  and  the  monthly  rental  amount 


recalculated  on  an  annual  basis  for  the 
remaining  year  or  years;  and 

(6)  A  provision  that  the  agreement 
shall  bind  any  successors  in  interest  and 
shall  be  recorded  with  the  mortgage 
which  shall  specifically  incorporate  the 
Rent  Regulatory  Agreement  by 
reference. 

(b)  Rental  Amount.  The  total  monthly 
rent  amount  to  be  used  as  a  basis  for  the 
Rent  Regulatory  Agreement  shall  be 
computed  by: 

(1)  Totaling  paragraphs  (b)(1)  (i) 
through  (v)  of  this  section; 

(i)  The  estimated  annual  operating 
expenses  and  taxes  after  rehabilitation; 

(ii)  The  annual  principal  and  interest 
payments  on  pre-existing  mortgage  debt, 
but  only  if  the  original  terms  were  at 
least  10  years; 

(iii)  The  annual  principal  and  interest 
payments  on  the  Section  312  loan; 

(iv)  The  annual  principal  and  interest 
payments  on  other  rehabilitation 
financing,  but  only  if  the  terms  are  at 
least  10  years; 

(v)  An  amount  which  is  a  reasonable 
return  on  investment  as  determined  by 
HUD,  on  reconrmendation  of  the 
processing  locality,  which  shall  not 
exceed  a  20  percent  return  on  equity 
defined  as: 

(A)  Appraised  market  value  prior  to 
rehabilitation  plus; 

(B)  The  cost  of  rehabilitation  minus; 

(C)  After  rehabilitation  indebtedness 
(of  at  least  a  10-year  term)  secured  by 
the  property. 

(2J  Dividing  the  total  calculated  in 
paragraph  (b)(1)  of  this  section  by  .93  to 
adjust  for  vacancies. 

(3)  Dividing  the  amount  calculated  in 
paragraph  (b)(2)  of  this  section  by  12  to 
calculate  the  allowable  total  monthly 
rent. 

(c)  Adjustments.  HUD  reserves  the 
right  to  revise  downward  the  percentage 
return  on  equity  permitted  under 
paragraph  (b)(l)(v)  of  this  section  as 
necessary  to  reflect  changes  in 
economic  conditions,  including  changes 
in  the  prime  rate.  Any  such  decrease 
may  be  made  by  direct  notice  to 
localities  processing  Section  312  loans 
and  shall  be  effective  only  for  loans 
approved  after  the  effective  date  of  such 
Notice. 

Subpart  G— Loan  Servicing 

§  510.120  General  [Reserved] 

Subpart  H— Performance  Evaluation 
and  Record  Keeping 

§  510.150  Records  and  reporting 
requirements. 

(a)  Loan  File.  The  LPA  shall  keep 
complete  records  for  each  Section  312 


loan  which  shall  include,  without  being 
limited  to,  the  following: 

(1)  All  documents  and  supporting 
material  required  for  a  complete  loan 
application  submission  to  the  Approving 
Officer, 

(2)  All  documents  and  supporting 
material  relating  to  loan  settlement,  the 
rehabilitation  contract,  administration  of 
the  rehabilitation  escrow  account, 
inspection  of  the  rehabilitation  work, 
and  loan  close-out,  including  transmittal 
of  documents  to  the  loan  servicer; 

(3)  A  record  of  all  contacts  with  and 
complaints  from  the  borrower, 

(4)  A  record  of  all  problems 
experienced  with  the  rehabilitation 
contractor(s);  and 

(5)  Any  other  items  specifically 
required  by  this  Part  or  program  forms 
and  documents  to  be  included  in  the 
loan  file. 

(b)  Program  Records.  The  locality  or 
LPA,  as  appropriate,  shall  maintain  the 
following  program  records: 

(1)  A  record  of  the  amounts  and  types 
of  loans  made  on  a  yearly  basis,  as  well 
as  a  record  of  the  areas  in  which  the 
loans  were  made; 

(2)  Accounting  records  which  will, 
among  other  things: 

(i)  Fully  disclose  activity  and  status  of 
the  rehabilitation  escrow  account; 

(ii)  Disclose  the  name  of  each 
borrower,  amount  of  the  loan  to  the 
borrower,  date(s)  funds  were  received 
from  HUD  for  each  loan,  date(s)  funds 
were  disbursed  and  the  amount  and 
date  of  any  loan  cancellations;  and 

(iii)  Facilitate  an  effective  audit. 

(3)  Documentation  of  corrective 
actions  taken  by  the  locality  as  a  result 
of  HUD  reviews  of  program 
performance;  and 

(4)  Other  records  as  may  be  required 
by  the  Secretary  by  direct  notice  to  the 
locality. 

(c)  Reports.  The  Secretary  may 
require  localities  or  LPAs  participating 
in  the  program  to  submit  periodic  or 
one-time  reports  which  may  contain, 
without  being  limited  to,  the  following: 

(1)  Information  about  amounts  and 
types  of  loans  approved  and 
disapproved; 

(2)  Characteristics  of  loan  applicants; 

(3)  Information  about  other  activities 
in  areas  where  the  locality  is  targeting 
the  loan  funds; 

(4)  Information  about  the  utilization  of 
minority  contractors;  and 

(5)  Information  concerning  application 
of  solar  energy  systems  in  rehabilitated 
property. 

§  510.154  Performance  evaluation. 

(a)  HUD  Review.  HUD  shall  review 
each  locality's  performance  at  least 
once  each  two  years  to  determine 
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whether  corrective  or  remedial  actions 
as  described  in  §  510.156  are  necessary 
because  of  the  locality’s  failure: 

(1)  To  carry  out  the  Section  312 
Program  substantially  in  accordance 
with  the  requirements  of  applicable  law, 
this  part,  other  applicable  Federal 
regulations  and  executive  orders,  and 
any  further  requirements  contained  in 
program  forms,  legal  documents  and 
Handbooks: 

(2)  To  maintain  a  continuing  capacity 
to  carry  out  the  program  in  an  efficient 
and  timely  manner: 

(3)  To  provide  a  sustained  level  of 
concentrated  public  investment  to 
complement  the  rehabilitation  efforts  in 
eligible  loan  areas,  pursuant  to  §  510.22: 
or 

(4)  To  meet  the  priorities  and 
objectives  set  forth  in  §  510.2. 

(b)  Scope  of  Review.  In  reviewing 
each  locality's  performance  under  this 
section,  HUD  will  consider  all  available 
information,  which  may  include,  but 
need  not  be  limited  to,  the  following: 

(1)  The  loan  files  maintained  by  the 
Secretary  and  by  the  locality  or  LPA; 

(2)  The  locality’s  rate  of  committing 
Section  312  funds  compared  to  any  fund 
use  schedules  that  may  have  been 
furnished  to  the  Secretary: 

(3)  In-depth,  on-site  monitoring 
reviews  of  the  locality  to  view  program 
administration,  concentration  and 
quality  of  rehabilitation  activity, 
including  interviews  with  loan 
applicants  and  borrowers: 

(4)  Reports  and  records  of  public  and 
private  investment  in  eligible  loan  areas, 
as  described  in  §  510.22; 

(5)  Reports  prepared  by  the  locality  or 
LPA  and  furnished  to  the  Secretary,  as 
described  in  §  510.150(c); 

(6)  Results  of  previous  reviews  of  the 
locality’s  or  LPA’s  performance; 

(7)  Records  maintained  by  the  locality 
or  LPA,  as  described  in  §  510.150(b); 

(8)  Audit  reports  whether  conducted 
by  the  locality,  the  LPA,  HUD  or  the 
General  Accounting  Office;  and 

(9)  Records  of  comments  and 
complaints  by  citizens  and 
organizations,  or  litigation. 

§  510.156  Corrective  and  remedial 
sanctions. 

(a)  Actions.  If  the  Secretary 
determines  on  the  basis  of  a  review  of 
the  locality’s  performance  under 
§  510.154,  or  otherwise,  that  corrective^ 
or  remedial  actions  are  necessary,  the 
Secretary  may  take  one  or  more  of  the 
actions  authorized  in  this  section.  In 
each  instance,  the  action  taken  will  be 
designed  to  first  prevent  a  continuance 
of  the  deficiency;  second,  mitigate  any 
adverse  effect  of  the  deficiency  to  the 
extent  possible  under  the  circumstances; 


and  third,  prevent  a  recurrence  of  the 
same  or  similar  deHciency.  These 
actions  may  include: 

(1)  Directing  the  locality  to  submit 
additional  information  concerning  any 
and  all  aspects  of  its  administration  of 
the  program; 

(2)  Directing  the  locality  to  submit 
progress  schedules  and  other  reports  on 
loan  activity; 

(3)  Issuing  a  letter  of  warning  that 
advises  the  locality  of  a  deficiency  and 
puts  the  locality  on  notice  that  more 
serious  sanctions  will  be  taken  if  the 
defciency  is  not  corrected  or  is 
repeated; 

(4)  Directing  the  locality  to  suspend  or 
terminate  loan  processing  activities; 

(5)  Reducing  the  Section  312  funds  to  a 
locality  for  that  fiscal  year  as  a  result  of 
the  locality's  inability  to  commit  funds 
in  accordance  with  the  established  use 
schedule  for  that  locality  or  because  of 
evidence  of  poor  performance; 

(6)  Reducing  the  Section  312  funds 
available  to  the  locality  for  the  next 
fiscal  year; 

(7)  Requiring  the  locality  to  make 
local  public  funds  available  to  a 
borrower  in  order  to  complete  the 
rehabilitation  of  his/her  property  where 
HUD  had  determined  that  the  locality’s 
deficient  administration  of  the  program 
has  resulted  in  the  rehabilitation  not 
being  completed  with  the  funds 
available  from  the  loan; 

(8)  Conditionding  the  availability  of  a 
succeeding  year’s  funds  on  the  locality’s 
correction  of  deficiencies  noted  by  HUD; 
and 

(9)  Declaring  an  area  no  longer 
eligible  for  Section  312  funding. 

Issued  at  Washington,  D.C.,  March  14, 1980. 
Waiter  G.  Farr,  Jr., 

Deputy  Assistant  Secretary  for  Community 
Planning  and  Development. 
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